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The Commission appointed to inquire into the’ 
present position of co-operatives in the mat- 
ter of income and excess profits tax, organi- 
zation and business methods and cperations, 
and the comparative position of persons on- 
gaged in business cirectly competitive there- 
With, met in Calgary, Alberta, on Monday, 
January 22, 1945, with sittings continuing on 
January 25 and 24. 
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The Hon. Mr. Justice ERROL M. McDOUGALL, Chairman 
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G. A. BLLLOTT ) 

) Commissioners 

J. M. NADEAU ) 
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J. A. Chapdelaine Registrars 


G. W. Ross Executive 
. secretary 
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B-465 -465- Calgary, Alberta, 
January 22, 1945. 


The Commission met at 10 a. m., Mr. Justice 


McDougall presiding. 


THE CHALRMAN: Gentlemen of the Bar and gentlemen, 
to those who were not present at the opening session of 
the Commission in Vancouver, may I read what I then said 
ag to the scope and purpose of this inquiry: 

"The present Commission has been constituted und- 
Srwondy LB Virtue of sorder in coune? | .No. 8725, dated 
November 16, 1944, for the purpose of inquiring into -- 

(a) the present position of cooperatives in the 
matter of the application thereto of the Income Tax Act 
and the Excess Profits Tax act, 1940, and 

(bo) the organization and business methods and 
operations of the said cooperatives as well as any other 
matters relevant to the question of the application of 
income and profits tax measures thereto, and 

(c) the comparative position in relation to taxat- 
ion under the said Acts of persons engaged in any line of 


business in direct competition with cooperatives, 


and reporting in so far as the same can conveniently be 
done, all facts which appear to them to be pertinent for 
determining what would, in the public interest, constitute 

a just, fair and equitable basis for the application of 

the Income War Tax Act and the Excess Profits Tax ict, 

1940 to cooperatives and to persons other than cooperat- 
ives in respect of methods of doing business analogous to 
cooperative methods, such as the making of payments commonly 
called patronage dividends and to make such recommendations 
for the amendment of existing laws as they consider to bs 


justified in the public interest. 
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B-466 -~466—- The Chairman 


"Adherence to the foregoing terms of refsrence is 


essential to the prompt and efficient completion of the 
labours of the Commission, and I venture to hope that 
Counsel appearing before us will be guided by this obser- 
vation. 

"] need hardly point out that it is no part of the 
mission with which we are entrusted to try any particular | 
case or to make a ruling in regard to the tax liability of 
any person or organization. We shall endeavour merely to 
find the facts upon which an intelligent report may be 
delivered, leaving to other authority, as, if and when it 
is deemed advisable, to implement such recommendations as 
we may consider appropriate. 

"J take great pleasure in introducing to you my 
colleagues: to my right is Mr. B. W. Arnason of Regina, 
Saskatchewan; to my left is Mr. G. A. Elliott of Edmonton, 
Alberta; on the extreme left is Mr. J. M. Nadeau of Montreal, 
andiet the righhvis Nr. Ww Ww. Vaughan, of \Toronto. Mr. 

Bot Ts Parker, K.G.) «of Halifax, is Counsel to the Commiss— 
ion and will, in a moment, be prepared to discuss with 
appearers or their Counsel-all details relating to the 
presentation of their submission. It is hoped thus to 
avoid redundancy in the hearing of cases and to facilitate 
the speedy disposal of the work before us. The Registrar 
of the Commission, Major H. D. Woods, of Calgary, will have 
charge of all the records and the arrangements of the 
hearings. 

"The briefs submitted have been docketed in the 
order of their receipt by the Commission and will, as far as 
convenient, be heard in that sequence. There have been 
filed for presentation in Vancouvers, briefs. In the short 


time at our disposal we must endeavour to proceed as 
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B-467 


-467- The Chairman 


- expeditiously as possible. In the event of unfinished 


business, we shall be compelled to refer such cases to a 
later hearing in Ottawa in March, when the Commission has 
completed its itinerary. We are now puckered to proceed 
with the business in hand and I should be glad to have 
Counsel declare their appearances and to make any observ- 


ations which they may see fit to make.” 


Gentlemen, I suggest that we might follow the pro- 
cedure we adopted in Vancouver and have a short recess to 
enable Counsel to confer with Mr. Parker regarding the 
order in which’ the briers “will be presented. 

MR. PORTER: May I say, sir, that I am appearing 


for the Alberta Wheat Pool, but that we shall be present- 


‘ing our brief subsequently, not at this sitting. I thought 


the Commission should be advised of our position inasmuch 
as this is the locality of our headquarters, 

MR. PARKER: Perhaps my learned friend will indicate, 
ioe ee he POST tLOn tO do sO; au) waat point fe “intends 
LO presont hire pric. 

MR. PORTER: I had in mind presenting it at Ottawa. 

THE CHATRMAN: We are piling up a good deal of 
work for Ottawa. 

MR. PARKERS Before the recess, thers are one or 
two matters I should like to dispose of. Mr. Fillmore, 
Counsel for certain interests, ie handed me a memorandum 
concerning certain documents. Perhaps he would explain to 
the Commission exactly what he wants. 

MR. FILLMORE: Mr. Chairman and gentlemen, as 
Mr. Porter has stated that they may not present their brief 
while the Commission is sitting in this province, and as 
certain documents, we believe, areyrelevant and pertinent 


to the matters into which you are inquiring, we respectfully 
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B-468 


-468- Mr. Fillmore 


suggest that the production of documents be requested as 
goon aS may be convenient, or in any event while the Comn- 
ission is sitting in this province, where they are avail- 
able and where such production may be directed or withheid 
ag the case may be. It may be, of course, -- in fact l 
assume -- that these are all documents which they will 
likely be producing. 

THE CHAIRMAN: Have you been in touch with Mr.Porter? 

MR. FILLMORE: No, Mr. Chairman. iI have a list here 
which I shall be glad to give hin. 

MR. PORTER: This is the first 1 have heard of such 
a list. 

THE CHAIRMAN: During the recess you can consult 
with Mr. Porter as to these documents and their production. 

MR. PORTER: As far as these documents are concerned, 
tiey Will alk form part of our case. They: will be availaoie 
to the Commission in the ordinary course. 

MR. FILLMORE: That is all we wish to be sure of. 

MR. MILVAIN: There are two matters which I wish to 
bring before the Commission. I notified the Commission 
that a proposed. to. Pijo | brier on pehalt or the: Ursa. 
Central Donor oee Cine Association. I intimated that it would 
be presented in Edmonton. I feel that you should be made 
aware at this time, Mr. Chairman, that it has become quite 
impossible to get it prepared, the reason being that Mr. 
Priestly, the manager in Calgary, is very seriously ill. 

Mr. Chureh, the president, who has become president of the 
U.F.A. in Aiberta, has been ill too. Last week they had a 
convention in Edmonton and it has been impossible to get 

in contact with the appropriate officials of the association 
in order to get the information. 


THE CHATRMAN: Did you notify the Commission that you 
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-469- The Chairman 


would be presenting the brief at Edmonton? 

MR. MILVAIN: Yes; but I shall not be in a position 
to do so. 

THE CHAIRMAN: Have you any idea where? 

MR. MILVAIN: In all likelihood, if one is presented, 
it will be presented in Ottawa or somewhere along the line, 
if that could be conveniently. done. There is a faint poss- 
ibility that we might get one prepared for Edmonton but it 
looks Very. doubtrul. | 

THE CHATRMAN;: You will get in touch with the 
Registrar? 

MR. MILVAIN: Yes. Another matter which I wish to 
Oring GO. VOur attention, Mr. Chairman, is this. In the prov 
ince of Alberta we have prepared briefs on behalf of four 
associations operating in the milk industry. I refer to the 
Northern Alberta Dairy Pool, the Central, the Southern aiic 
the Co-operative Milk Company here. Probably the responsib- 
ility and the fault, if there is any, for the lopsided 
milk situation in this province falls upon my shoulders. 

We have go branch of the Co-operative Union in Alberta that 
took the lead in organizing these matters. All these four 
briefs are prepared and ready for submission. We have dis- 
cussed the course taken by the Commission in British Columbia 
and it has occurred to us that perhaps the Commission, with 
the shortage of time at its disposal, might not be prepared 
to have all four of these milk briefs presented now. We 

are in a position where we can present them all, or such of 
them as may meet the Commission's time and epproval. 

THE CHATRMAN: Here in Calgary? 

MR. MILVAIN; In Calgary we had intended to present 
the Co-operative Milk Company and the Southern Dairy Pool, 


and the other two in Edmonton. That is something that 
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might be discussed with Commission Counsel during the recess. 

MR. PARKER: There is BO ear matter. A memorandum 
has been handed me by Mr. Thorvaldson concerning certain 
matters which transpired in the hearing at Vancouver, 

THE CHAIRMAN: We have seen the memorandum. 

MR. PARKER: He has asked me to bring it to the att- 
ention of the Commission. 

THE CHATRMAN: It seems to me, Mr. Thorvaldson, that 
unless the witness named. in that memorandum is notified, it 
would be improper to make public disclosure of your state- 
ment at this time. If he is notified and told that the 
statement will be made he will be in a position to defend 
himself at least. 

MR. THORVALDSON: I would like to notify him immed- 
lately, then: but I wish to have an opportunity after he 
has been notified to make this statement of which I have 
given Mr. Parker a memorandum. I also wish to read the men- 
Orandum which I refer to in my statement. 

THE CHATRMANs: I think that, until he has been 
notified, no statement should be made in that regard. He 
may want to be represented by Counsel. 


MR. THORVALDSON: Yes, Mr. Chairman. But I do want 


that matter oleared up because the person in question was 


quite a key witness in Vancouver, and as a result of dis- 
closures made to me since then I feel that his evidence was 
most inaccurate and that there are certain matters that 
ought to be clared up. 

THE CHATRMAN; I understand. But you see the line 
which we propose to take. Until he has been notified it 
would be improper to make the statement, 


MR. PARKER: My notification I understand you to mea 


‘Mr. Chairman, that a copy of the proposed statement should 
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be furnished to him sufficiently far ahead so that he can 
appear, if he wishes to do so, when the statement is read? 

MR. THORVALDSON: I will try to see that it is done 
in time for him to appear, if he wishes, in Edmonton. 

There is one more matter IJ would mention. I hope that the 
Commission will take steps to call in every province the 
Registrar of Co-operative Associations. We are all feeling 
our way around in this matter, but in Vancouver a very 

small number of cooperatives gave briefs, and I do not think 
that the Commission or Counsel have any clear picture of 

the whole cooperative position in the province of British 
Columbia. That, I am ine lined to think, could really have 
been obtained only by calling the Registrar of Co-operative 
Associations, or whatever his designation may be. I would 
suggest to the Commission that the Registrar or some similar 
official be called in every province to indicate the 

growth of cooperatives in his territory. 

MR. MILVAIN: The Supervisor of Cooperatives is 
here. 

THE CHAIRMAN: For this province? 

MR. MILVAIN: Yes. I took the liberty of getting in 
touch with his Department yesterday and they sent him 
voluntarily. He will make a statement on the opening of 
the proceedings. 

MR. FRANCIS: May I respectfully ask whether the mem- 
orandum referred to by my learnec friend refers to any 
witness in whom I am interested as representing British 
Columbia cooperatives? 

THE CHATRMAN: No; I do not think so. 

MR. THORVALDSON: No. 

MR. FRANCIS: On a second point, sir: a close 


investigation was made in British Columbia to determine 
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whether or not the calling of a government official would 
assist the Commission, and I think we came to the conclusion 
that there was no government official available who would 
be in a position to give a clear picture of the situation. 

THE CHAIRMAN: Are there any other representations 
to be made before we take recess? 

MR. PARKER: There is one other matter, Mr. Chairman, 
Mr, Lipsett has asked me to arrange to have his brief heard 
at Wednesday's sitting in order that public notice may be 
taken of the fact that it has been set down for hearing 
here rather than at Edmonton as originally Mnvongeds UT 
that meets with the approval of the Commission. I see no 
reason why it cannot be set down for Wednesday, and any 
persons interested will take notice and govern themselves 
accordingly. 

THE CHALTRMAN: Have you any idea how long the present- 
ation of your brief will take, Mr. Lipsett? 

MR. LIPSETT: I do not think it will take as long 
as the size of the volume suggests. There is a good deal in 
it that is already known to the Commission, but when it 
was being prepared, naturally, no one knew how much informat- 
ion you would have. I assure you, sir, you need not be 
perturbed. 

THE CHATRMAN: My preoccupation is that we are 
leaving Calgary on Wednesday night. 

MR. LIPSETT: There will not be any difficulty. When 
it was found impossible to have the brief ready for delivery 
in Vancouver on Monday last I thought it would have to be 
heard at Edmonton, but the secretary of the Retail Merchants 
notified about forty of his members and the brief was got 
ready with the idea that it would de given in Edmonton. That 


is the present position, and I would be very much obliged if 
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you would publicly notify those who are interested, so that 


the facts now being brought to the attention of the Comm- 


ission will be in the press, and notice given that the 
brief will be heard here, so that no one will be disapp- 
ointed, 

THE CHAIRMAN: Are there any gentlemen of the press 
here? If so, may I ask whether publicity will be given 
the statement that this brief will be oer on Wednesday, 
the twenty-fourth? 

MR. SULLIVAN: (Canadian Press): Yes. 

THE CHATRMAN: Perhaps we can adjourn now for a few 
minutes to enable Counsel to get together. 

(After a brief recess): 

MR. PARKER: I have consulted with those who are 
interested in the various briefs to be submitted, and it 
is agreed by all that the first brief to be heard will be 
that of the Ellison Milling and Blevator Company Limited, 
followed by the two briefs which are filed by Mr .Milvain, 
and finally the brief filed on behalf of the PT OUD. Or, 
independent dairies as represented by Messrs. Erich 
Richardson and Company. Before we proceed with the first 
submission, however, Mr. Fitzpatrick of the Government 
Service is here with some statistics relating to the 
matter in general and I suggest that he be sworn and be 
asked for the information in his possession. 

FREDERICK J. FITZPATRICK, 

Supervisor of Co-operative Activities 
and Credit Unions, 

Department of Trade and Industry, 
Province of Alberta, 


having been duly sworn testified 
as follows: 


men 


BY MR. PARKER: 
Q- What position do you occupy, Mr. Fitzpatrick? 


4H» I am Supervisor of the Co-operative Activities and 
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Credit Unions under the Department of Trade and Industry 
or the Frovintse of Alberta. 

Q» How long have you occupied that position? 
ie Jureo Yoars On the Ist ‘or April, 

Q» «about how long has that department been organiz- 
ed, and how long have statistics been kept? A. Six or 
seven years possibly. 

ue mbeve coneralliy, 1f you wil), the types of infor— 
mation which is filed with that department under you as 
Supervisor. A. First, Mr. Chairman and gentlemen, I was 
asked by the Government of Alberta, when they directed that 
I should come here, to extend to you gentlemen a very hearty 
welcome to the province and to express the hope that your 
Stay here will be both a pleasure and a profit so far as 
your inquiries here are concerned. Mr. Arnason is one 
Of Our Gi ose teighbours, Mr. Bli'tvott te’ ‘one or ourselves, 
and winters such as we have here are nothing new to them. 
The eastern gentlemen of the Commission have used very good 
judgment in coming west for the winter instead of staying 
down east. 

THE CHATRMAN: From what we have experienced go 
ar, Mr. Fitzpatrick, I think I can say that we are 
inelined to agree with you. 

THE WITNESS: When a group of people set up a co- 
operative association they get in contact with our office 
for information, and after they have made a certain amount 
of study of what they want to go ahead and do, we supply 
them with memorandum of association and articles of associat- 
ion. There are stardard by-laws and supplemental by-laws, 

DY Mt.) PARKER: 
Q» The documents to which you‘refer are Statutory 


Torus? “24S Yas: 
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Q- Schedules to the Act? A. Yes, schedules to the 
Act, in the case of the Co-operative Associations Act}. but 
there is no memorandum nor are there by-laws set up under 
the Marketing Act. Those are drawn by us and are practic- 
ally the same as the others. 

Q. That is what I want to get clear, whether they 
are prescribed by statute or made pursuant to some regulat- 
ions passed by the department or made by an individual con- 
stitution of their own. A. In the Co-operative Associat- 
ions Act, under which consumers! cooperatives are set up, 
the schedule to the Act sets up the form of memorandum of 
association, and a section in the Act says that there may 
be standard by-laws, which there are. 

2. And those are prescribed as a ghedule to the 
ACily As. YOS., 

Q.. They are free to modify those? ae Not to any 
extent. They have supplemental by-laws which prescribe 

how they may take members in or kick them out again, 

fix the dates of meetings, set the value of shares, and 
other things that cannot be covered in the standard by- 

laws inasmuch as they may not be standard. After they have 
ten people, with others who are willing to join with them, 
they apply to us for a charter to operate a cooperative. 
These papers come to me and if I approve of them I recommend 
them to the Registrar. 

% The Registrar of Joint Stock Companies? 

&.e Yes, under the Provincial Secretary's Department. I 
send them to him with my recommendation and he issues the 
charters which are then sent back to us and we send them to 
the group who have set up as a cooperative. 

Q- That is how they have their birth, so to speak 


and are ready for business? A. Yes. 


B-476 


-476- Mr. Fitzpatrick 


Q- What I am particularly interested in at the 
moment is the returns, 4. The mechanics of our credit 
unions are practically the some, I may say. There are 
Standard by-laws with supplemental by-laws as well. 

Q- What about the mutual fire institutions? A.There 
are no mutual fire insurance companies in this province, 
but I understand that the only way such an organization 
could be set up would be under a Special act of the legis- 
lature. 

2» You have no statistics in your department dealing 
with mutual fire insurance? Peer ook Oe 

2+ But you have some dealing with so-called cooper= 
ative associations and credit unions? A. 6s. 

Q- Have you brought with you certain information 
in tabular form relating to the number of cooperatives in 
this province as reported to your as DL Raveveopies of a 
bulletin issued in October, 1944, giving the business 
transacted by different types of cooperatives, 

Q- Let us get it identified. 

THE CHAIRMAN: What returns do these organizations 
make to you or your department? 

THE WITNESS: They are required to make a return of 
their financial statement at the end Of the year. They make 
the return to my office and we compile the tnformation from 
that return. 

THE CHAIRMAN: Are those statements examined, and is 
action taken in any case? What lesa bah is there? 

THE WITNESS: The auditor who makes the Statement has 
to be approved by my office before he is acceptable or can 
be used by that cooperative. They send their statements to 
us Signed by the auditor whom we have approved of and we make 


our statements from that. So far as the credit unions are 


silisceg wniP kt serie stant 
| gevein eae a abe oe % 


eae oo Be. fin be Base ry ade fon ee 


ee ee Te : Oe AT any) ie 


q . i> a now - 
re f ; ; ‘ f, 


pitas tows iPasive wtb tad sviieaveae om alae ae es hid 


| ey ae tannealt “exe tata ‘he : 
| a io Paw 
paayeon bake oo) ath Buber or ont ai ve ‘e Sa 


fe 


te tae a. Teoorae aibete, bai oa hea tab ova 


oe 


ate: par ie abst i ay ie be gaged ioe ‘oni ee 


init eevi ut engine Se ea dleats wat og gnkseton ite, twa ‘gt a 


Pahe k oni q fe ay r ‘bad laget an gonivord phi: 


ee. 


Aboaleud ‘edd gaitle one t th tod ai bencat attend), 


ha te anges sootelt te gt fe raee ahi 
| Bboy ) 
7 » Gey : ba =“ Ai Gt ee ie ei! ted 
pital sinha ce , se ay ep gr ais af Kot * ynti! fry MAT ARS 
_ ; | a tiki er walt ; ‘a oy ae ‘io of. 
/ wo oh xs, z ’ 1, reas Hh 
ey oud es ‘“ abe aa & ate oie ‘a Sir yaa? ee "ae cw i cat: Ve _ 


: (yl i 1 Bi 


> ‘bas Buy te soatiinnd falomeht tiedd - 


atiqman Sw fee hee fe a oF ausee Sas 


" ow “uten depo 
vs fy PE. Gite ae ; Sa eb a ue ei Polk + Th) oa oa 
boninexs evnonaagg ¢ 7 oh O54 hh si Ale + ane . 
bel ck : A i pier ait . : ie e nie te = Eh ee te a re oy is Se ; a it 
ef ROSY wste8 See" io Vite at ‘we aie poe 
i i as 1 


i A ehh 
, ri ; nil ies 7, 
eovinue efT TOREu rah oe 


at - 


val ‘eS bos orc 


7 


B-477 ; -477- Mr. Fitzpatrick 


concerned, they are required to furnish us with a monthly 
balance sheet because they are handling the money of the 
people, and we make a consolidation in the office every 
month of the whole credit union set-up covering the 168 
credit unions in the province. 

BY MR. PARKER: 

Q. This sheet which you have given me we will 
mark as Exhibit 1. . That Exhibit sets forth certain figures 
under certain heads: Units Reporting; Business Done; 
Assets; Net Worth; Members. That last column, I take it, 
means'the number of members? A. Yes. 

QO. fad that information is.civen for three dift— 
erent years? A. 1943, 1942 and 1941. 

Q. You have certain comments at the bottom? 

A. In my office we issue a monthly bulletin on credit 
unions and cooperatives which we send to the President, 

the Secretary and the Manager of each cooperative, and to 
three officers in each credit union. it consists of news 
and such-like regardling what is going on in the movement 
that they are interested in, and one of the main things 

they are interested in is how the business is getting 

along. In one month of each year we get figures and publish 
them in the bulletin. What I have given you is a copy of 

a two-page bulletin.. 

Q. This is for the month of October, 19447 
Ae Yes. There are two pages and that is one, 

Q» Under the heading "Units Reporting" you have 
listed a number of units according to the nature of the 
business they do. For example, there are 73 stores, 16 
farm supplies, 39 livestock, 14 feeders, 17 dairy and poultry, 
five grain and seed and 22 sundry, making a total of 186 


units. That represents the number of cooperatives that 
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have reported? A. That is the number that have reported. 
There are probably another twenty that did not report. 

Q: How many are in existence in addition to those 
that report? <A. At the end of 1943, when that report 
was made, there were probably 215 or thereabouts. At the 
end of 1944 there were 249, quite a number having been org- 
anized during that year, and the division of them in 1944 
shows that there were 90 stores, 30 farm supplies, 55 live- 
stock marketing, 18 feeders, 15 dairy and poultry and 41 
Sundry. In that "sundry" they have a division they call 
grain and seed. There is also some power. 

Q. These cooperatives that are organized through 
the method you have outlined -- are they by law supposed to 
report to you in your department? A. Yes. 

Q- Do you find as a matter of fact that they do 
practically all comply with that requirement? A. Yes, 
they are doing very well. They are doing better alll the 
time; we get after them. They are mostly farmer organizat- 
ions. 

Q.- I suppose there are some that are more or less 
dormant, negative, so that it does not make much difference 
whether they report. A. There are always a few that 
temporarily are not doing business. Next year they may be 
back in Business: doing a lot of business. 

Q. The only angle from which I am interested is 
whether or not this table you have supplied is reasonably 
complete. A. It is reasonably accurate. 

Q- Representing the situation as it is? A. Yes, 

Q- The second column, by the same token, represents 
in dollars the business done? Het, Less 

Q- These documents speak for themselves. The 


third column shows assets. Just what does that column include? 
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f.. That column would include cash on hand, Victory Bonds, 
which all have, buildings and all of the stock-in-trade; 

- and, with livestock marketing associations, their stock- 
yards and weigh scales and the buildings they may have; 
while in the dairy and poultry there would be the drying 
plant in Edmonton, the hatcheries in Edmonton and Lethbridge, 
and the creameries and cheese factories of all the different 
organizations. 

Qe In making up alt these different assets that 
you have given here, do you make a distinction between mer- 
chandise which has been bought outright by cooperatives and 
merchandise that may be in the possession of the consignee? 
4. The consignee does not enter into it because it does not 
belong to him, 

2» You have excluded anything that represents con- 
Ssignment commodities? A. Yes. 

THE CHAIRMAN: Does your department exeroise any 
control over cooperatives to see that they carry out the 
principles enunciated in the Act? 

THE WITNESS: Oh yes. We attend an awful lot of 
their annual meetings and talk to them and read them many 
letters. If they send a statement that is not COTTreati,, Ox 
if they are doing a credit business which they are not supp- 
osed to do, we never prosecute them but we get after them 
as much as possible to follow the regulations ana do business 
on a proper basis. 

BY MR. PARKER: 

Q- The fourth coiumn shows the Net Worth. How do 
you arrive at those figures? A. We take from their assets 
their liabilities which they might owe to the wholesaler for 
goods or owe to somebody else from whom they might have 


bought buildings, and arrive at the difference between the 
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liabilities and the assets, to show their net worth. 

Q- As regards reserves which a cooperative may 
show in their accounts, or any amounts that may be owing 
to their members, did you include those incalculating 
the liabilities of these cooperatives? Sie wel OF © nares 
and reserves are shown on the liability side of the finan- 
cial statement because they owe it to the members. 

Q» The last column speaks for itself: it repres- 
ents the number of members reporting? A. Yes. There are 
some duplicates, of course. 

Q-+ 4. suppose that is so. <A. It cannot be helped; 
there are many people who belong to different organizations. 

Q- So that the 142, 869, which is given as the 
total number of members, does not necessarily mean that 
there are that many individuals? A. No. 

Q- Could you give an estimate at all as to how 
much that should be reduced if you were reporting the 
number of individuals? A. I would not be able to tell 
you anything definite on that. It would be offset by the 
fact that the head of the household is a member, and if 
he Mad Dive, 61x Oraseven. in the ee you could count the 
food they are buying as bought from the cooperative store, 
so that the membership should go up. 

Qo, BUl jane they. Included? A.. No«,.Only the man 
who is a shareholder or member by application. 

Q I think it might be of benefit to any gentlemen 
who may be interested if you would read the comments you 
have made with respect to the figures. They are short and 
they explain the facts better than I can do it. 

THE CHATRMAN: Unless he prefers to speak to those 
comments. 

THE WITNESS: Immediately under the set of figures 


I have given I have this note: "Prompt return to the 


Ms } ; Noe . ‘ : ; 5 ; Seay ce 
4, ‘ HS a . ‘ z . a or ne a Nd et Ne 


B-481 -481- Mr. Fitzpatrick 
Supervisor's office of Financial Statements, furnishing the 
above information and numbers of members, makes it possible 
for us to make this report. Some associations have not 
yet supplied us with the full information so that our re- 
cord is not complete. If you wish to see the figures grow, 
be prompt and complete in making your returns." That is 
a sort of prod tc make these people turn them in quickly, 
The financial year does not end at the same time in all 
cases. Many of the livestock shipping associations claim 
that they are too busy in winter to have their year end 
then so that they have it in the summer time, and that 
throws us off a bit in getting information. We eventually 
get it but not in time for the report. 

BY MR. PARKER: 
Qs. The rest.is not relevant? “A. No; that is 
newspaper stuff, 

Q- .fs there anything further you are in a position 
to tell us officially of the department which will throw 
light on the nature of these cooperatives? pina L should 
add that the stores are all required to send us a monthly 
statement in addition to the financial statement at the 
end of the year. This form is furnished by us. On the 
26th of the month we send each cooperative store this form. 
There are two copies and we ask them to return it to us, 
The heading et the top saya: "This is a copy ‘of ‘the 
report given to our Board of Directors at the meeting" 
on a certain date, and one of the main points behind that 
is that we want the management of the store to keep the 
Board elected by the members well informed as to the operat- 
ions of the organization. With that we have their financ- 
ial statement, what cash they started with, how they 
finished up that month, how much goods they sold during 


that month compared to the corresponding month in the previous 
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year, whether there are bills receivable or ,;ayable, and 
how they compare with previous years. We are endeavouring 
to get them to put themselves in a good financial position, 
to keep their debts paid, and to have them keep their Board 
well informed as to what they are doing, so that the Board 
will see that they are operating all right. From those 
statements we find that many of these stores have heavy 
increases from month to month during the year, and the 
total business, when we sum it up for 1944, will probably 
run to one hundred million dollars. 

THE CHAIRMAN: Does the department do anything in 
the way of fostering education in cooperative methods or 
anything of that kind? 

THE WITNESS: Yes. We help to provide a cooperative 
school at the university which is held for five or six days 
in February and as many as possible of the managers are 
given instructions by chartered accountants on bookeeping 
methods and in different phases of the movement as regards 
the operation of stores and all that sort of thing. In 
addition to myself, I have a Deputy Supervisor of cooper- 
atives and a Deputy Supervisor of credit unions, and all 
of us are out a good deal of the time attending meetings 
to help that organization work, besides helpin*s them in any 
other way we can. 

THE CHATRMAN: Is there any financial aid? 

THE WITNESS: Under the Co-operative Marketing 
Associations Guarantee Act, marketing organizations which 
are organized under that Act may have their loans at the 
bank guaranteed by the provincial treasurer on my re- 
commendation. Under the Frozen Food Locker Act cooperat- 
ives who set up cold storage facilities for their people, 


with lockers, may have their borrowings guaranteed by the 
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Government on my recommendation. 

THE CHAIRMAN: Generally, how does that account 
stand? 

THE WITNESS: It is not so very high now because, 
with the extensive business done during war time, their in- 
debtedness is pretty well cleaned off; but in the spring of 
the year under the feeders associations -- this is one of 
the big operations from the financial standpoint -- there 
will be outstanding anywhere from a million and three 


quarters to two million dollars. These organizations are 


set up in a neighbourhood where a group of farmers have 


feed and buildings but have no money to buy cattle, The 
association borrows money and buys feeder stock. They have 
a Supervisor or manager who must So around and make sure 


that the farmer has proper feed and housing for his animals, 


‘and they will buy for him a number of animals. In the 


Spring of the year, or whenever the livestock is ready for 
market, he takes back to the feeder association the animals 
that are ready, enough to cover what they gave him in 
money. If there were twenty animals and it required only 
eighteen to pay the association, he would keep the other two 
or sell them or do what he liked with them, and the associat- 
ion pays back to the bank the money guaranteed by the 
Government, and every Spring the loans are cleaned off, 
There are a few loans out at the present time, 

THE CHAIRMAN: They are satisfactory to the department? 

THE WITNESS: Yes. There is no difficulty about 
that. The money is being paid back. As far as the frozen 
food locker plants are concerned these were all this year 
loans because the Act was Only passed at the last session of 
the legislature, | 

BY MR. ARNASON: 
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Qe In connection with credit unions, I note you list 
119. Can you tell us the nature of these? Are they rural, 
consisting of farmers? A. There are now 168, Mr.Arnason, 
and over 60 per cent of them are rural; and as regards the 
amount of money, probably the 40 per cent of the city ones 
are much more wealthy because it was easier to organize 
groups of employees in the cities than it was in the country. 
Now, however, it is spreading in the rural areas and they 
are now putting money into the credit unions and doing a 
good job for themselves. 

BY MR. PARKER: 

Q . Il was coming to that as a separate item. These 
figures you have supplied are for three years. Would it 
be possible to furnish the Commission with similar figures 
over a period of years so that we might see the growth by 
comparison? A. We have 1937 and 1939. 

Q- What about 1938 and 1940? A. They might be made 
available, 

Q- Perhaps you could prepare this information and 
send it to the Registrar. You might send him any figures 
you have. A. Jt could get the rest of the figures and 
Supply them at Edmonton, 

MR. VAUGHAN: Including 1944? 

MR. PARKER: Bringing them to date, 

THE WITNESS: As far as the financial statements are 
concermsd, there are probably only half a dozen that are in 
yet. With the shortage of auditors we have a terrible time 

having statements audited. Most are presented to the annual 
meetings held in January, February or March before they 
are sent to me, 

MR. VAUGHAN: You have given certain facts. 

THE WITNESS: Yes} I have given facts in regard to the 


humber of organizations. 
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BY Mk. PARKER: 

% Will you look at the third paragraph in the 
comments that are given in this bulletin following the 
figures that are set outs: “Ohinook branch of the U.F.A. 
Central Co-operative nas bought out another business and 
have organized a credit union to take care of credit bus- 
iness." Have you any knowledge as to whether or not ordinary 
limited companies are selling out to the cooperatives or 
vice ‘versa? A. Not vice versa, but cooperatives have 
bought out this year a great many privately owned stores 
mainly beoause the owner was up in years, operating the 
business by himself, expecting his boys and girls to take 
the business over from him, Well, the boys and girls have 
gone to the war and the man is left there, up in years, 
fairly well off maybe, and with rationing and all that sort 
of thing he finally gets to the place where, if anyone 
Will buy the ‘place, he will sell it, 

Q- tis ther> any other reason you know of other than 
the general reasons you have mentioned? Do you know of 
any special reasons which might explain why private business- 
es are being bought out by cooperatives? A. I don't know 
of any other reason exoept that there's lots of money in 
the country, and a group of farmers get together and 
decide, "Here's a fellow who wants $25,000 for his store; 


we will buy it from him." 


Gre Do you know of any of these stores being 
bought out by larger non-cooperative institutions? 
a. On ohau it. esr oLs {L don't see that being done. 

THE CHATRMAN: — Do you see any advantage in the buy- 
ing out of privately owned companies. 


THE WITNESS: I have two or three in mind that had 
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only a small set-up of their own and were doing only a 


third of the business done by the privately owned store 


in town, but there was an opportunity to acquire it. The 


man wanted to sell and get out and he would offer to sell 
the concern to tuem and they would buy him out. This 
would give them a bigger set-up and provide greater serv- 
ices for the members. 

THE CHSIRMAN; Does it often happen that the orig- 
inal owner remains in the organization? 

THE WITNESS; In some cases, but most of them want 
to go to the coast despite our good weather here. 

BY MR. PARKER: 

Qe You are pretty close to business affairs in 
alberta. Do you know of any other reason that might be an 
inducement for cooperatives to buy out independent stores? 
Ae I have never asked them why. They are anxious to do iu 
and they go ahead. 

Q- I merely asked you if there was any reason you 
knew of yourself. fae NOw 

THE CHATRMAN: Yo put the question bluntly, has the 
tax Situation anything to do with it? 

THE WITNESS: I would say no. 

BY «wR. PARKER: 

de You have a similar sheet in regard to the credit 
unions? Ae I have a consolidation of their business at 
the end of November in 1944. We can have that prepared. 

Q. Will you look at the document marked Exhibit 2 
and tell me what it is. It deals with credit unions? 

What is it? A. It is a consolidated balance sheet of the 
whole cooperative movement in the province, or the credit 
union movement rather. Every credit union is required to 


furnish our office at the end of each month with their 
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financial statement for that month. 

Q» In the form of Exhibit 4? A. Yes. That is 
the statement cf my own credit union of which I happen 
to be President. 

Q. You say they have to make returns in forms 
supplied by the department, of which Exhibit 4 is an 
examp] e? A. “They are required to furnishime with a copy 
like that for every credit union in the province, every 
month. 

Q. And, generally, that is to supply the department 
with what information? A. Les, fom they examiner: in 
the office to check this over with the previous statement 
to make sure that the books of the credit union are all 
right -- they are actually little banks -- and that the 
money is being properly handled and being kept track of. 

y "These reports show the receipts under the 
following headings: Shares Account; Deposits Account; 
Loans Account; Interest Received on Loans; Fines ‘\ccount." 
I don't understand that; what would that be? A. Well, 
if aman joins a credit union and agrees to buy a share 
at $5.00, on which he would pay fifty cents a month, 
and does not continue to make payments, you can fine 
him -- not less than five cents. In my credit union we 
do not fine him. 

Q. Interest on savings; what would that be? 

A. ls there any amount opposite it? 

Q- This particular one is the huge sum of ninety- 
three cents. I am not interested in the amount but the 
source, A. Oh, that is the reserve fund which this 
membership fee must go into. There is 20 per cent of the 
Surplus at the end of the year. First 20 per ceng goes 


into the reserve to take care of bad debts if there are 
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| any. That is kept in a separate account in the bank and 
we get ninety-three cents. There is one item there which 
I might explain. We have a collector in one department 
where they can make payments and he did not see why he 
should have money of his own to make change, so we gave 
him $5.00, which is petty cash. 

Q- These are the headings under which these compan-~ 
ies must report their reoeipts? A, “Yes. 

Q- And on the opposite side they are supposed to 
report disbursements? Fuss ee Oe 

Q- I see here shares acoount, deposits account and 
"others", Tell us what that is. A. Ina credit union 
you can put permanent savings in shares or you can have 
money you may wish to take out for some purpose or other -- 
a Christmas fund for instance -- which you put in deposit 
account. We dor’t dor very much of that. 

Qe Loans account. This is substantial? A. That 
is the amount of money loaned that month. 

Q- That Is, this Paruicular Oredit “inlon?). Alvi) Yes., 

Q- And they are all built on thé same’ plan? A, Yes, 
they are all the same. 

Q- Interest paid on derosit accounts. By deposit 
you mean that the member comes in and makes a deposit as 
CMetwoOumGr aia Dank? ho Loe, 

Q. There is an item here with regard to dividends, 
What would that be? Dividends or what? A. Dividends 
declared at the annual meeting last year, 

Qe Dividends on what? A. Interest on their ghare 
money. 

Q- Investment for reserve account? Then I see here 


office supplies, expense account, interest rebate. What 
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would that be? A. Borrowers. The members who borrow 
money are charged a flat rate of interest during the year 
and at the end of the year we figure that they made bus- 
iness for the association and we give them back some 
interest. 

Gan, HOW 18, thet amountof rebate arrived at? 

A. tt would be 25 per cent on the amount of interest paid. 

Qa. tt fluctuates? Next year it might be more: or 
less? A. All depends on the service, 

Q- Guarantee fund. What is that? He Oe Ba 
per cent of the stirplus that year set aside to the guarantee 
fund or reserve fund, and under the law that must not be 
distributed unless the credit union is liquidated. 

Q. Is that the same as a reserve fund? wal Les 

Q¢ I sce here Victory Bonds -- substantial in this 
case? &. We had money that was not being borrowed and 
we put it in Victory Bonds, 

Qs Money you were holding on deposit? A. Shares. 

Qe Money received from the sale of shares? 
fA. We do not sell shares. You deposit your money in what 


is called a share account. It is a misnomer as far as the 


‘act is concerned. There are no shares in the credit union 


but the act calls them shares, 

Q« If there are no shares there can be no money 
coming in from the sale of shares. A. No, 

Q.- You had some money with which you purchased 
Victory Bonds. What was the source of that money which the 
credit union used to buy Victory Bonds? A. Savings that 
members put in as permanent savings, and it is in the 
column called shares. 

Qe That is not the same as deposits? A Not thay 
is in another column. The reserve is set aside, put into 


another column, 
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Q- And insurance fund? A. We are the only ones 
who have that. 

Q: What is this item in connection with the Alb- 
erta League? A. We deposited »500 of our money, sum we 
received for Victory Bonds, in the Alberta Credit Union 
League to loan to other credit unions that needed money. 

THE CHATRMAN; That is, the League -- the whole- 
Saler. 

THE WITNESS: Yes. All credit unions in the 
province belong to the League. Credit unions that have 
surplus money not being used oan deposit it in the League. 
The League then loans money to credit unions that need 
money for certain purposes, all short-time stuff. 

BY MR. PARKER: 

Q- That is a sample of this particular one, and 
the reports you get from all are compiled on the same 
plan? A. Yes, 

Q Are you in a position to tell us how many of 
these credit unions there are in Alberta at the present 
time? A. One hundred and sixty cight. 

Q- Those are the ones that file returns with you? 
Ae At the end of November 163 had filed returns. There 
were 166 in operatin at that time but until they had been 
operating for two or three months there is nothing to make 
a report on. But there is no argument with them as in the 
cooperatives; they have to file returns. 

Q.- Are you in a position to state whether as a 
matter of fact they all do file returns? Is there any 
difficulty in getting them to make returns? A. No, 

They file returns. 
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Q. This statement marked Exhibit 3 purports to be 
what -- a list of credit unions? A. That 1e a consol- 
idation from these statements here for all the credit 
unions in the province. 

Q. Let. me put it on the records. This Exhibit 3 
is a consolidation of all the information shown on Exhibit 1? 
A. Yes. 

Q- Relating to all the credit unions of which you 
have official knowledge in your department. Is that corr- 
ectly stated? <A. Yes, 

Q. «AS of what date? &. November 3, 1944, 

Q- That document contains the name of every active 
eredit union in Alberta and lists the number of members of 
each, the total loans made since it was incorporated? 

Ae - Yes. 

Qe The amount loaned by each since it was incorp 
Orated, or the outstanding loans at the present time? What 
is that? A. This is the loans since the inception, and 
that is the list outstanding at that time. 

Q. And the next column, cash investments, represents 
what each credit union is holding by way of assets at the 
present time? A. Yes. 

Q. The next column, total assets, shows what? 

A. $6,980 would be in that, a balance made up by loans 
outstanding. These two columns together, loans and cash 
investments, are the total assets, 

2. Under the heading “shares” it shows a good deal 
of money. We had some mention of shares before. They do 
not have shares? A. Share deposits, which are savings, 
Some of which may be on share deposit and some on straight 
deposit, or ordinary deposits. The totals together are the 


total amount of money the members have to their credit in 
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the credit union. 

Q. Are these amounts kept separately in the account 
of the association so that each member knows what proportion 
is “his? A. There is a sheet in the ledger for every memb- 
er and every member has a pass book which is an exact copy 
or the sheet of the’ledger. 

Q- The sum total of the little pass books should 
represent the gross shown in the statement? A. Yes. 

Q. There is an item here of reserves. What is 
that? A. That is.an accumulation on their profit and loss 
account showing how much is accumulating over and above 
what they spent and is available for distribution at the 
end of the year, 

9 Will you pass that up to the Chairman. Can you 
supply us with copies of the documents so that the Commiss- 
ion can study them? ay! That is a consolidation. 

BY MR. ARNASON: 

Q» Have any Alberta credit unions, to your knowledge, 
been required to collect a tax on share dividends at the 
source? A. No. We discussed that with them and were told 
not to bother. 

BY MR, PARKER: 

Qe Discussed it with whom? A. The income tax 
authorities. 

Q At Ottawa? ~) No, in Edmonton. If we were to 
take that large sheet, with these fourteen or fifteen thous- 
and members, and every one of the credit unions had sent 
in a sheet to the income tax office showing from two cents 
up to two or three dollars they got in dividends they had 
deducted 7 per cent from, and those officials up there had 
compared these with all the personal returns sent in, the 


amount of work entailed would not be half paid for from the 
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tax they would get. And the shares are really the same as 
your savings bank aocount, and no one ever thought of having 
the bank collect at the source the interest you get. These 
are savings of ordinary people who will not go to 2 bank 
to deposit money in the regular way. The total accumulat- 
ion there is $912,000, which is made up of these small 
Savings of some fifteen thousand people, who ordinarily 
would not have had money saved at all. But when they go 
into one of the offices in the building in which they work 
and make a deposit with some one they know GuSy WELT “do It 
regularly, however small the amount may be, when they will 
not go up town to do the same thing. 

Br ME, ELELOGT: 

Qe Mr. Parker asked you about the cooperatives buy- 
ing out new stores, and their purpose in doing so. Do you 
remember that? fe Leo 

Q- Can you tell us whether the associations called 
stores, presumably consumer stores, dare exempt under section 
4 (p) of the War Income Tax Act? A. “The bulk of ‘them have 
been exempt. There is the odd one that has paid income 
tax because they do not follow the principles laid down in 
seczion 4 (yp). 

Q. Aare the members mostly farmers? fie Yes, 

Q- There are not many city cooperative stores? 

4. There are no urban cooperative stores in the province -- 
stores that are entirely urban. There may be a few in the 
larger towns to which the town people belong. I belong to 
One in Edmonton. But in the bulk of them, 95 per cent are 
rural members. In a small town the elevator men may belong 
to cooperative stores, but, as I Say, the bulk of them are 


farmers, 
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BY MR. THORVALDSON} 

Q« May I ask one or. two questions. In connection 
with the financial statements filed by the cooperatives 
with your office pursuant to the act, are those statements 
public documents available to the PUBLic, or are they 
private? ie) | Theyr ere? only: forhmy suset imi the department. 

YX» One or two questions about a matter you re- 
ferred to. You referred: to. the purchase of stores by new 
cooperatives and you said that in most cases it was because 
the storekeeper was getting old and his boys and girls were 
Overseas or had gone away. Were you making a guess there, 
or can you give us information from your own knowledge on 
that point? Aw Yessy The store at La Glace’ was: owned by 
a man whose wife was in very bad health and he wanted to 
leave the district. He therefore went to the cooperative 
people, who were operating a store in that town, and offered 
to- sell to them, 

Q. How many more cooperative stores are there now 
than at the end of 19439? 4. There would be fifteen more 
than there were at the end of 1943, in stores alone. 

2+» How about cooperative associations? A. There 
were 249 at the end of 1944-and 186 or 187 reported at the 
end of 1943, though there were 200 Operating sor <arli¢tic 
Over. 

ered difference CF B05.7 Ae CN 

Q2- A difference of from 40 to 60? A. A difference 
Off rom, 254to 40% 

Q- And of how many of these were you speaking from 
personal knowledge when you referred to the storekeeper 
being old and his gong having gone away? A. The total 
increase is in all types of cooperative associations. 


Stores are only a small portion. There is seven millions 
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aS against seventy millions in the total business done. 

Q- AS to stores, how many are you speaking of from 
your own knowledge? A. All of them that have been bought. 
They were bought by cooperatives from people who wanted to 
geviout..of the: business, 

ae whit. of then? A. They must have wanted to get 
out or they would not have sold, 

Q. 4s that the reason you made that statement? 

Ae If you want different ones I can tell you which sold 
out. 

Q- You made a very general statement, that in 
most cases the sales of these stores to cooperatives oco- 
urred in cases where the storekeeper was getting old and 
his sons and daughters were probably overseas, and you said 
that in most causes the storekeeper went to the cooperative. 
A. -You misunderstood what I said. I was reterriny to the 
fact that many storekeepers, beceuse of such situations 
as I mentioned, wanted to sell out. 

Q- Mention one. A STherey isi one.au, Colinton, 
The owner wants to sell to the cooperative now because 
his boys are not coming back. 

Qe Mention another. A. Then there is one at 
Bawlf. In this case a lady was getting old and she went 
to the coast. Then there is another case at Strome. The 
old fellow who had a store there wanted to get out. Then 
there was a man at Vegreville, where a man wanted to leave 
the country and he sold his store to the Vegreville co- 
operative. 

2+ <Any others? A. The fellow operating the 
store for the man there went into the Air Force and the 
store was sold to the cooperatives. 


2+ Do you know of all these personally? A. Yes. 
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Qe <All this year or some a year or two 220? 
hk. All since the lst of February, 

Q- Do you Know of any others since the lst of 
February? i. There is one at Blue Sky. A young chap was 
in the Ain Fores and he loft.a lady to operate the store. 
Her health went bad and he came back and made a proposal 
to the farmers in the district and they raised $20,000 and 
bought him out. 

Q» Do you know of any more? Soe are lL OE 
Census Of. 

Q@. Well, that is not nearly all. <A. There may be 
some more. There is one at Wainright under way now, and 
several others. 

Q. But your statement is broad. iA. IJ was making 
a broad statement giving my general opinion on it. 

Qe One other point -- & I might mention one 
at Pibroch and another at Irma. There are two or three 
others. 

Q- The Chairman asked you the question as to 
whether income tax had anything to do with any of these 
conversions of private business concerns into cooperatives 
and you made the categorical answer, no. I was wondering 
if you were guessing; if not, on the basis of what facts 
or conditions did you make that reply? oe tL had a 
certain amount to do with all these deals and I never heard 
income tax mentioned at any of these places so I took it 
for granted that "no" was the proper answer. 

Q. Have you discussed the tax question with any 
people who have been desirous of organizing cooperatives? 
A. IL certainly disoussed it with the cooperatives. That 
question usually comes up at every annual meeting. 


Q- And when you discussed it with cooperatives 
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what was your advice to them? A. To keep their skirts as 
clean as possible. 

Q- Do you advise them as to whether there is a diff- 
erence between the taxation of cooperatives and the taxat- 
ion of private businesses, or do you not give advice along 
that line? A. I quote section 4 (p) and tell them that 
if they live up to that act they should be all right. 

Qe And after you tell them that, do you say that 
the tax question has nothing to do with any of these con- 
versions? A. That is a matter of opinion and I may have 
my opinion. 

Q- So that when you made the categorical answer 
"no" you change that now and say that it is a matter of 
opinion. A. I still stick to my previous answer "no", 

I have never heard the tax question raised in any of these 
deals made by cooperative associations and private business. 
it may have been in the minds of some but I did not hear it. 
No one ever sald it to me. 

Q.- You know about section 4 (p); you have referred 
to it. Do you think that the present failure of the Income 
Tax Department to assess cooperative associations, whether 
they come within 4 (p) or not, gives cooperative business 
an advantage over business? AY’ dormer think T“shourld 
give my opinion on that. 

MR. PARKER: I am inclined to think the witness is 
correct. 

BY MR. THORVALDSON: 

2. Do you know as a matter of fact whether there is 
an advantage? &. That is a matter of argument about profits 
and savings. It is a matter of opinion. 

Q- Would you say it is profitable to be exempt from 


taxes? A» No, I would not, because you are a group of 
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people gathered together for the purpose of saving your- 
selves some money and you are working against one person 
who is desirous of making a profit. It is a matter of op- 
inion. 

Q. Well, is there a saving in money in being tax- 
exempt? fA. To whom do you mean? 

Q- To the business. A. Ina private business 
there would be a saving if you were exempt from taxation, 
but in a cooperative it is not a business but a group of 
people gathered for the purpose of trying to save thenm- 
selves some money in the operation and to provide them- 
selves with certain services. 

Q- I want to read to you a concrete example and 
ask you if you agree with this statement: "Thus an incorp- 
orated Son ake which made $5,000 would pay %2,000 in taxes 
and have for distribution to its members $3,000, and a co- 
operative association with the same earnings could set 
aside $2,000: as a reserve and still be able to pay $3,000 
to its members." Js that a correct statement of the present 
tax situation, or is it not? A. I dontt see that it is 
a correct statement on the tax situation to have a thing 
like that read out, a section from someone's article. As 
far as the $2,000 put in reserve is concerned, that still 
belongs to the members of the association and must be 
allocated to them. The association itself owns nothing. 

| Q- This is the paragraph -- fi. What is it 
from? Who is supposed to be saying it? 

Q- It is in a letter from a gentleman in British 
Columbia who claims he is an authority on the conversion of 
private businesses into cooperatives. 

THE CHAIRMAN; Is this the document about which you 


spoke to us earlier? 
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MR. THORVALDSON: Yes. 

THE CHATRMAN: I will ask you to withdraw it for 
the time being. The document is not-yet public, in the 
hands of the witness. 

THE WITNESS: I would not make a comment on it. 

THE CHATRMsN: Have you been able from your exper- 
lence to form an idea as to how long it takes to establish 
a successful cooperative? There have been studies of that 
kind in England and I was wondering if you could tell us 
how long you thought it took to establish a successful co- 
operative. 

THE WITNESS: In the consumer or in the marketing 
branch? 

THE CHAIRMAN; JI was thinking of the consumer. 

THE WITNESS: In the consumer field they are estab- 
lished very rapidly now because money is available and they 
put it in, The older ones took longer to grow because they 
were inadequately financed. Under Wartime Prices and 
Trade Board regulations, however, they have to buy these 
businesses because they cannot get a granary and put 
$100,000 worth of stuff in and start on 2 shoe string. 

THE CHAIRMAN: So the cooperative becomes successful 
more rapidly than previously? 

THE WITNESS: Yes. We had one started the last day 
of January, 1943 and they have a good year to their credit 
now. 

THE CHAIRMAN: That is somewhat surprising, is it 
not? 

THE WITNESS: Yes. It is probably different from 
what has happened in the past, but these people put a lot 
of money in and bought two or three businesses in the town. 


THE CHAIRMAN: To what fact to you attribute that 
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rapid growth of successful cooperatives? 

THE WITNESS: The fact that there is far more money 
available in the hands of people today to buy goods with. 
I was in that store last winter and one of the girl clerks 
told me that it was surprising the things country people 
were buying today. She had been in such stores for years 
and once in a while a farmer's wife would take home a dozen 
Orunges. Now, every time they come in, they go out with a 
good many things that were formerly looked upon as luxuries. 
They have more money now and they have a better Standard 
2) he Be as ih g Fede 

BY MR. ARNASON: 


0) 


228 


Would you say there has been some improvement 

in managerial methods? A, Yes, I would, and that is be- 
coming more important all the time, especially when you 

are getting many boys from the armed forees who are trained 
in bookkeeping. We are getting back some really good men, 

THE CHAIRMAN: Do cooperatives thrive better in Zo0o0 
times or in bad times? 

THE WITNESS: They would be better in good times than 
in bad times because nothing succeeds like success and the 
members are all with them. They are very loyal when times 
are good and might not be so good at supporting them -- 
as Mr. Arnason likely knows -- when times are not so good. 

THE CHAIRMAN: With bad times the necessity for them 
would be more evident, 

THE WITNESS: Yes. TI have had nothing to do with 
them during bad times; I have only been in the movement 
while times have been good, 

THE CHAIRMAN: Would you apply those statements to the 
other classifications of cooperatives stated in Exhibit 1° 


THE WITNESS: Yes, marketing associations, livestock 
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especially and creameries too are doing a tremendous business 


now. We have many livestock associations doing a million 
and a half, a million and throe quarters and up to two million 
dollars’ worth of business in the shipping of livestock, 
because there is a tremendous demand for hogs. 

THE CHATRMAN: That is a war condition? 

THE WITNESS: Yes, and our advice has been to build 
up the structure, pay off debts and get themselves into good: 
Shape to stand the strain after the war if business is not 
good, 

THE CHAIRMAN: All business has the same in mind. 

THE WITNESS: They should have. 

BY MR. LIPSETT: 

Q. In these instances you give of the desire of re- 
tail merchants to sell, in all these cases merchants went 
to the local cooperative and asked them to buy? Ay Eg 
could not answer that; I don't know whether any did or not. 
All I know is that when the deal was made the cooperative 
bought him out. Whether he went someplace else CULTS, NOU 
whether they went to him, I don't know, 

Q- Would it be fair to suggest that a man who had 

to pay the tax could not compete in price with a cooperat- 
ive association which would have to pay no tax? 
A. I don't think so, because it is:only here and there that 
that sort of thing has happened. There are several hundred 
other places where such transfers have not taken place, and 
private business must have carried on there, 

Q- In the case of a cooperative, once it is 
established in accordance with Alberta law no other sooperat- 
ive can compete within five miles? A. That is not exactly 
right. It is up to me whether I issue another charter 


within five miles or not. 
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2- But without special permission the law does not 
allow another cooperative to set up in competition within 
five miles? A. You don't want them too close together 
any more than you want other concerns to be so situated. 

Q.» Has there been any case in which a cooperative 
has been allowed to set up within five miles? A. Not that 
I know of. 

Q. In the case of the store that was put up Cor 
Sale, if it had been bought by an independent, a cooperat- 
ive could put up an opposition store next door to him? 

A. I don't get the drift of what you want to say there. 

Q- Let us suppose there is a business in a certain 
Place, If At is bought by 2 cooperative, no competing co- 
Operative, without your permission, can be set up within 


five miles? A. You mean that where there is already a co- 


operative we should allow another one to be set up, if another 


cocperative wanted to buy out a private store? 

Q@- No. My question is clear, I think. A. I must 
be dumb. 

Q- I am dealing with a man who sells a store, an 
existing retailer. If he sells to a cooperative, no 
competing cooperative can be set up against that store with- 
out your special permission? A. No. I may explain that, 
The cooperative that buys him out and sets up will be made 
up of people in that district and you will not have another 
gang of people setting up another cooperative. I have never 
had that question to decide, but if I had I would certainly 
decide AG: 

ae bat Af Sphe competing producer is an independent 
retailer who buys that business you can set up a cooperat- 
ive next door to him? A. If there is no other cooperative 


in the town and they want to organize one. 


rtameneo & teindsgibons Sai 
amie at yout que 7 


Ra% eo mney: pre. a : g “tage " 
Ge mi cals c 2 eeede axccin tts cee epy fe es C taht . ot 
ae he | | 


merges Gl. i tee edo ane weds i wobie: bLutiey ew. ovitenedol 


ae). eo Saati atettag > Sua oad bg ead ov hiegegaai 
omer koh id Enon ia. 2 ussite: uid of 3° ae 


; = a ; ; E - : : 
f i f eee “ = dmb od , ao 
: - 4 - A pn 2 aaa ba ch ° 7 
. ‘a 


fo (eande o uiber odv MEE 3» ne 3" wntiode oun ‘. Zoey it 


~ 6a av nts: p. OF B21h8 Bi %4.- ae: antdetze 


Pas 


as | ee pyoee: oP. 44, dechoe: a a 26 aye gene SR ya SE > 


Dew 
ae 


weed? ote igs vied oy) aan) Snebes inthe tabesen moy THO 
ebem oA. is iv ii, sites bee Ges igh See tnat Sieg seTETOoS: eal: 


ey eee Osu. kre i BOR @ fan! “ee, Biks de joes: ted ah efeoed aaa 


UW 


Lape ee OME Go ued ba: SIH WOO neiccns h 5 whee elqueg: te: Bang 


es a PPAR Le EO yoobeah 92 ee sdeaap tei bed 
‘ ne tee i ; is z i aie 
\ a et, oS ee eye “oe ae ME QR 
\ : are a. i re i > 
ane saoawnul ae ef genchows wh issued: €; 1b Sts ae 7 
| dese tensa wet pmgnn) fe betive td soe 
2, See tHE Oo ce Be si Oe forum me & teRR taba ati TARE See We 
| ae GLUE A, Mites OT caret tel eens on = Se 
a BF BINA MG Te Re ado gas a Thies re or hook Sata oun ry 
Pie eo Wai ‘spaeiombans are. igi a | S08 tmed ald ma ‘ed 
ss i hin sa iee A= bo) ‘ Lod Ww orca 2 a Sa ee 
Eterna el ee 9 ae aes gt 
‘ y io 


B-503 -9003- Mr. Fitzpatrick 


Q- Does not that, in addition to the absence of 


taxation, put the buying cooperative in 4 very favourable 


position? As I don't know that it does. 


Q» Another question. When that cooperative takes 
over en old retail.stors it sells to all and Sundry in the 
district, whether members or not? A. If they want to 
keep their skirts clean they had better sign up as members 
SO as to do business according to 4 (p). 

He sUb in practice, throughout. the province, does 
not every cooperative retail store sell to anyone who cones 
to buy? A. lf they are to stay in business they would 
need to do that. I could go and buy something. They have 
a certain amount of leeway. 

Q... Their store is open to sell to everybody? 

Ae Certainly. 

Q- We know the effect it is having on Dominion 
revenues. Have you in any way considered the loss there 
will be to the provincial revenue if they are deprived of 
this taxation when they resume the levying of income tax 
at the end of the war? A. I have enough trouble of my 
own; I leave that to the taxation authorities. Let them 
worry about it, 

Q- You are not in a position to give information 
on that? A. No, 

Q- At any rate, up to date no cooperative has ever 
had to pay provincial taxation, A. I think probably they 
have, because I have been appealed to on more than one 
occasion by cooperatives who thought they were ridden too 
hard by the provincial Income Tax Department. 

OF When did that happen? A. Last winter, 

Q- Has not the provinee ceased to levy income tax 


for several years? A. They were still trying to collect 
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Some they had assessed some time ago. 
Q- Back taxes? aA. Yes. 


Q- I am not dealing with back taxes. A, That is 


¥ 


all you can deal with so far as provincial income tax is 
concerned because there is not at present any taxation. 

Q- But you have made no estimate of, nor have you 
given any consideration to, the effect which this enormous 
increase in cooperative concerns will have on provincial 
revenues after the war. f. No. That never worried me. 
Why should I go.to all that trouble? - I have never worked 
it out because what the province would get is none of. my 
business, 

Q. You have never estimated it on the basis of 
legislation as it stands at present® A. I do.not even 
know what the provincial legislation is on ineome tax. Go 
far as income tax is concerned I don't know what it is. 
The tax was pelue collected by Ottawa when I took over 
Supervision and therefore I don't know anything about it. 

Qe Onee they become cooperative, has any income 
tax or excess profits tax been levied? As, “Vesa a know 
two or three that regularly pay income tex, 

Q- Who are they? A. There is Hannah for one. 


Q. In what does Hannah differ from the others? 


uv 


n 


416 They are in a town where there are a lot of railroaders. 
The store was set up by a bunch of farmers, and they figured 
that if they took these railroaders in as members they 
would probably run the concern anyway, and so they have done 
a large business with non-members and, according to 4 (p), 
pay income tax, 

Q- Can you give the figures in that particular case? 
Ae No. I asked them why they did not reorganize and get 


these other people in but they did mot. do tis 
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THE CHAIRMAN: I think we should thank you, Mr, 
Fitzpatrick, for making this information available to us 
at this time. 

THE WITNESS: Thank you, sir. If there is any fur- 
ther help we can give you through any department of govern- 
ment we Shall be glad to put it at your disposal. 

BY MR. VAUGHAN: 

Q- You say that these railway men were not taken 
in besause it was feared they might run the business. What 
do you mean? A. I will tell you what they told me in the 
directors' meeting. If they took them in as full-fledged 
members, the railroaders were good fellows when it came to 
attending meetings and the farmers were not and it was felt 
that after an annual meeting or two all the directors of 
the cooperatives would be railroaders and the farmers, who 
had built up the organization from twenty-three years back, 
would not have any say in running their own show. 

THE CHATRMAN: In other words, the organization 
would be railroaded? 

THE WITNESS: Yes, sir, exactly. 

BY MR. VAUGHAN: 

Q.» What difference would that make.if it were just 
a cooperative store? A, You need to live among the 
farmers to understand that. When they start something 
they never want to see it BO OuL of their control, It fs 
like running a municipality or a school district. They 
become proud of it and do not Mere anyone to take it away 


from them, 


MR. PARKER: The first formal brief to be presented 
is that on behalf of the Ellison Milling and Elevator 


Company Limited. Mr. Ellison is present. 
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REED C. ELLISON, 
Secretary, 
Ellison Milling and Elevator 
Company Limited, 
having been duly sworn testified 
as follows: 

BY MR. PARKER: 

Q»- What is your official position with the company? 
A. I am at the present time Secretary of the Ellison 
Milling and Elevator Company Limited. 

Q- How long have you been SOCTSvary! “as  sounces 
October, 1943, 

Q.- Prior to that what was your connection, if any, 
with the Ellison Milling Company? A. I was assistant- 
secretary prior to that for approximately three years. 

Q- «and before that were you associated with the 
company? Ae §=YOS, 

2» In what capacity? A. In the capacity of branch 
Manager at the Vancouver branch. 

Q- SO you have a considerable number of years of 
close association with the type of business carried on by 
this company? me SOlnce: LOS5., ves . 

Q- Was the brief which you are about to read prep- 
ared by yourself? A. Yes, 

Q. Entirely by yourself? Ae With the assistance 
of Mr. Young, our auditor. 

2. Your company has a considerable number of share- 
holders? Be was Seb Cub an the brief, we have 110 share- 
holders, 

Q.- In the preparation of this Priel, and an ren, 
coming before this Commission to Speak. were the matters 


here dealt with taken up at a general meeting of shareholders 


in order that the officials of the company might be properly 
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instructed as to the wishes and views of its members? 
me No sir, that was not done. 

Q. Was it done ata meeting of directors? A. Not 
a regularly called meeting of directors, but it was dis- 
cussed with the directors. 

Q+ Practically all of the directors? Ae Yes, 

2. How many have you? A. Seven directors. 

Q. Out of the seven how many have either assisted 
in or approved of this brief Which you are about to read? 
ise Well, there are four who reside in Canada. The other 
three are in the United States and they were not consulted 
in the preparation of the brief. 

Q- «are they non-active directors or are they away 
just temporarily? ieee o US right. — 

Q- They do not take any particular part in the 
directing of the company's business? A. That is correct, 
although they are Shareholders, 

Qe And. 1 Suppose, substantial shareholders? 
ie) Iwo. or them, yes. 

Q- The only reason I ask these questions is to 
ensure that the Commissioners shall fully understand whose 
views are being presented to them and just how representative 
the statements are, 

THE CHAIRMAN: Do you feel that you are authorized 
by your colipany to make the representations contained in 
this brief? 

THE WITNESS: I do, yes. 

MR. PARKER: Then perhaps you will read the brief. 

THE CHAIRMAN: We will follow the usual procedure of 
having the brief read, 

MR. PARKER: Yes, If there are particular parts which 


the witness feels are more or less argumentative, or not very 
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important, he might skip them, However, he can use his own 


judgment. 


THE WITNESS: Our brief reads as follows: 


"Submitted by: The Ellison Milling and Elevator 
Company Limited of 1401 Seconda Avenue South, Lethbridge, 
Alberta, a corporation incorporated under the laws of the 
province of Alberta in 1906. 

"Purpose: To express the company's opinion on the 
exemption from Income and Excess Profits Taxes granted to 
cooperatives and mutual organizations, to point out the | 
unfairness of these exemptions to other systems of business 
and the ultimate effect therefrom if allowed to continue; 
to urge that corrective legislation be enaeted to place all 
business on ag equal a tax basis ag possible and. to suggest 
a plan for bringing this into being. 


"1. Nature and organization of Company making 
Submission. 


ii- Nature of business. 
The Company carries on a flour milling, feed 
Manufacturing and grain merchandising business 
consisting of: 

Cay A PPour mi17 at Lethbridge with a daily capacity 
of 870 barrels of wheat ipso twa hm 

(b) A&A feed chopping and mixing plant with a daily 
Capacity of 150 tons. 

(c) Distributing warehouses at Calgary, in Alberta 


and Vancouver and Nelson in British Columbia. 


(ay. EV enbesniltasnoad country grain elevators in 
southern Alberta and two grain elevators at 
Lethbridge with 4 total storage capacity of 


1,952,500 bushels, 
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"The markets for the Company's manufactured goods 
consist of nearly every province in the Dominion plus an 
established export trade to the United Kingdom and at 
times to Russia and China, with the greatest percentage 
of domestic sales being made in Alberta ana British 
Columbia. 

"The grain business consists of the buying of grain 
from producers and the handling, storing and selling of same. 
In this department the competition is from the Alberta 
Wheat Pool and various large grain corporations. The 
Company meets the Alberta Wheat Pool at fourteen of the 
Company's sixteen country operational points and therefore 
is vitally concerned with the Pool as a competitor. 

ve Oreeni zation. 

"The Company was Originally organized in 1902 at Ray- 
mond, Alberta and then incorporated as the Ellison Milling 
and Elevator Company Limited in 1906 under the Companies 
Act of the Province of Alberta. 

"The head office of the Company is located at 
Lethbridge, Alberta. 

"The Company has an issued share capital of $425,200 
Which is represented by 4,252 common Shares of $100 par 
value and these are held by 110 shareholders. The stock 
is not quoted or traded on any stock exchange, 

"The Company has no Subsidiaries and no interlocking 
financial connections with any other company or group. It 
is entirely independent of any outside oapital except bank 
accommodations; and ig a relatively small business, evidenced 
by the above recited facts. 

"IIT. Points relative to the purpose of this submission. 


(This brief from this point on will deal with 


the directives given to the Royal Commission on 
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Co-operatives as set out in the minutes of meeting 

of the Privy Council, approved by his Excellency 

the Governor Gna on the 16th November 1944) 

"l- Directive 1.(a) 'the present position of coop- 
eratives in the matter of the application thereto of the 
Income War Tax Jct and the Excess Profits Tax Act. 

"(a) We respectfully contend that the Wheat Pools 
Operating in the Prairie Provinces do not qualify for ex- 
emption from taxation under Section 4 (p) of the Income War 
Tax fet or any other section according to their organization 
and their method of operation at present and during the past 
several years. 

"Section 4(p) of the Act States that certain cooper- 
ative companies and associations are exempt from taxation 
provided they are ‘organized and operated on a cooperative 
basis, which organizations -- (a) Market the products of 
members or shareholders of such cooperative organizations 
under _an obligation to pay them the proceeds from the sales 
on the basis of quantity and quality, less necessary reserves 
and expenses.! 

"It is general information that the Wheat Pools do not 
operate on a true cooperative basis and they do not handle 
grain from members or shareholders with any obligation to 
pay them the proceeds from the sales on the basis of quantity 
end quality, oto. 

"In addition to these qualifying provisions, the Act 
sets out another provision which is mandatory for cooperative 
organization to keep within befare it Is entitledito 6x-— 
emption from the charging provisions of the Act. This 2G. 
that trading with non-members cannot exceet 20 per cent of the 


total business done with members, Up until income tax 
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assesstients were made against them, the Wheat Pools had 
in no way attempted to limit their dealings with non- 
members to 16-2/3 per cent of their total; and while we 
have no actual figures to submit in PROOLA at. des ee fair 
conclusion from the nature of their advertising, solicit- 
ation and method of operation that more than 16-2/3 per 
cent of their business had been done sSinee 1932 with non- 
members and no distinction had been made between members 
and non-members. 

"We therefore feel that the Income Tax Division of 
the Department of National Revenue has failed in its duty 
to collect income taxes as due from the Wheat Pools on the 
Same basis as has been done with other types of business 
enterprise. This failure has allowed cocperatives to 
build up large cash reserves, especially during war years 
when profits have been relatively high. 

"(b) We further contend that the Wheat Pools operat- 
ing in the three Prairie Provinces are not exempt from the 
provisions of the Excess Profits Tax Act on the same grounds 
and for the same reasons ag they are not exempt from the 
Poqone War Tax Act. 

"Likewise we feel that the Income Tax Division has 
neglected to collected Excess Profits Taxes from the Wheat 
Fools’, 

"(c) Proper steps should therefore be taken to force 
collection of both Income and Excess Profits Taxes since 
1938 to help correct the discrimination and to take away 
the great financial advantage which has accrued to cooper~= 
atives during the lifetime of both acts and especially 
during the war years when rates of texation have been go 
high; also to see that this type of business enterprise 


contributes its share to the financial support of the 
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Government according to the rates set out in the Act. 

"2- Directive 1 (b) 'the organization and business 
methods and operations of the said cooperatives as well 
as any other matters relevant to the question of the applic- 
ation of income and excess profits tax measures thereto.! 

"(Our comments on this directive deal again with 

the Wheat Pools, particularly the Alberta Wheat 

Pool, with whom we are in direct competition and 

about whom we have a better knowledge of their bus- 

iness methods and mode of operation than with any 

other alleged cooperatives,) 

"(a) We respectfully point out that the Wheat Pools 
of Western Canada are separate entities and are incorp- 
orated much the same as any corporation. The Alberta 
Wheat Pool is divided into two Sections, one of which is 
incorporated under a private charter and the other section, 
the Alberta Pool Elevators Ltd., incorporated with share 
capital under the Companies Act of the Frovines, ofiiAlberta. 
In addition to this the Alberta Wheat Pool owns and controls 
along with the Manitoba Pool Elevators Ltd.) and the 
Saskatchewan Co-operative Producers Limited at least three 
Subsidiary companies that are organized and incorporated as 
corporations with share capital from which no income and 
excess profits have been collected by our government out 
of their operating profits, as far as we have been able 
to determine. In the case of two of these subsidiary 
companies, they are engaged in the insurance business in 
competition with other insurance companies and they have 
Operated at a profit during most years of their lifetime, 
Such an organizational Set-up could quite conceivably be 
extended into every field of endeavour and the parent 


company posing as a cooperative could own and control an 
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unlimited number of corporations or joint stock companies 
which could carry on other lirns of business and be free 
from taxation by reason of being tied by share capital to 
an alleged cooperative. | | 

"These conditions of organization clearly point to the 
fact that the wheat pools are not true cooperatives. 

"(b): ‘As to method of operation, we contend that the 
Wheat Pools at least since early '30s, have conducted bus- 
iness as principals and not as agents for their members. 
They operate the same as any corporate or joint stock grain 
company carrying on the same type of business. They pur- 
chase grain outright from patrons, members and non-members, 
and settle for same, without any contractual obligation to 
return to the grower customer any saving or profit which 
might accrue from the buying, selling and handling of the 
grain; and also without any possibility of forcing the 
customer to return a part of the purchase price paid for the 
grain at time of settlement should the purchase, handling 
and sale of the grain result in a loss instead of a profit. 

"A member of a poner ee is very much like a share- 
holder in a joint stock Company, except in most cases he 
has contributed little or perhaps nothing to the cooperat- 
ive. When he delivers his farm produce he is paid for it 
just as a customer of a corporation is paid. It is. true 
he may be paid a bonus but he cannot enforce payment of any 
realized profit as only a majority of members or the Board 
of Directors make decisions on Such matters and he therefore 
May never receive a bonus even though profits have been 
made out of his produce. A member of a cooperative cannot 
claim the undistributed profits of his organization as his 
Owh any more than a shareholder gan lay claim to his share 


of the undistributed profits of a corporation if the majority 
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of shareholders vote not to make a distribution thereof. 
Any bonus which may be paid by a cooperative is similar 
to a dividend paid to a shareholder in a corporation, 

"We believe that in their eariy history, the Wheat 
Pools operated more on true cooperative principles than 
Since their financial difficulties of the early 30s. Since 
then their organization and method of operation has been so 
altered as to leave them with only a semblence of a cao- 
operative character. It was at this time that members of 
the Pools were asked to bear their share of the indebtedness 
of their organizations but this was countermanded when it 
was realized that such action was resulting in a large 
percentage of members dealing with competitors. 

"Previous to 1940 when the Pools commenced payment of 
patronage dividends, membership meant little or nothing to 
the average grower who patronized the Pool as no dividends 
or distribution of moneys received from operations were 
paid back to members for several years. 

"The Wheat Pools do not keep the identity of any 
customer's grain unless requested to do so by the customer 
and this service is available for growers from all engaged 
in grain trade. 

"Today, the Wheat Pools purchase and handle wheat 
as agents of the Canadian Wheat Board exactly on the same 
arrangement as all other grain companies. They exercise no 
discretion as to the sale of Same and are therefore not 
able to benefit their members by more advantageous sales 
than competitors. 

"We therefore wish to point out again that the method 
of operation of the Wheat Pools preclude them from being 
true cooperatives, which fact makes them ineligible for 


exemption from taxation under the present wording of the 
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Income War Tax Act. 

"3. Directive l(c) 'The comparative position in 
relation to taxation under the said acts of persons engaged 
in any line of business in direct competition with cooper- 
atives.! 

"(a) From our previous arguments that the Wheat Pools 
of Western Canada do not qualify for exemption from taxat- 
ion under the Income War Tax Act and the Excess Profits 
Tax Act we would admit that the comparative position in 
relation to taxation of the Pools with other types of bus- 
iness enterprise such as corporations would be about the 
Same providing collection of tax was made from them. 

"However, in comparing the position in relation to 
taxation between corporations and cooperatives or mutual 
companies according to actual experience wherein corporat- 
ions have been subjected to taxation since the inauguration 
of the Income War Tax Act in 1917 at rates ranging from 8 
per cent of net income up to a high of 18 per cent in 
1939 and to the almost confiscatory provisions of the 
Excess Profits Tax Act at rates up to 100 per cent which 
has made for a combined tax rate of from 40 per cent to 
60 per cent of total net Carnings, and whereas cooperatives 
including the Wheat Pools have never paid One cent of tax 
under either of the acts one must only Know the facts to 
understand that u gross injustice has been done to the 
corporations or joint stock companies. This is so evident 
that there cannot exist in the mind of any person with a 
sense of right and wrong a doubt as to the burning discrim- 
ination which has been allowed to exist ana of the favourable 
position which the cooperative organizations now enjoy. 


"Coupled with this is the added fact that under the 
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Dominion Law the profits of corporation or joint stock 
companies are also taxed again in the hands of the share- 
holders when any distribution of the remaining profits is 
made after taxes are paid. This is double taxation and 
makes the discrimination more onerous. 

"In analyzing the comparative situation of the co- 
operatives versus private enterprise we fail to see any 
logical reason for making any distinction between the tax- 
ation of these systems of conducting business. The only 
reason is based on the principle that one cannot make a 
profit out of trading with oneself and DOG With it eOt.CO— 
operatives have no taxable income. In cases where this 
is an actual condition of trading, then we agree with the 
principle and with the decisions of the courts dealing 
with it. But we certainly do not have such a condition in 
most cooperatives today and especially not in the Wheat 
Fools. 

"Then by what token of justice and in what type or 
kind of democracy can exemption be excused, much less 
justified? But if there be excuse for such then by the 
same logic and token the cooperatives should be extended 
exemption from the property tax and the license tax, 

There would at least be a chain of consistency in the ex- 
emptions. On a large Scale, profits pretended as belonging 
to the farm producer plus large gums of money furnished 

in some instances by government, have been used ana are 

now being used in the long, slow and largely unobserved 
process to liquidate into ultimate Truln private industry 

in competition with the cooperative, while it grows day by 
day stronger and becomes not only an economic but a political 
power with which to be reckoned. In fact, it approaches 


a political monopoly, with government condoning if not 
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actually subsidizing and accelerating the process of trans- 
formation from individual enterprise to the community form 
of economics through rt eee by tax exemption with the 
burden of taxes placed squarely on the shoulders of private 
enterprise. 

"We are not arguing that cooperatives should be 
eliminated as we believe they have a definite place in our 
national economy and in our Canadian way of life; and 
have undoubtedly made some fine contributions to Canadian 
agriculture etc.; but if they are to be fair and worthy of 
continuation, they should ask no privileges they are 
unwilling that a corporation should enjoy; they must be a 
business and social and not a political movement and avoid 
any attempt to become an economic and political monopoly. 
Besides their economic purpose, it is their solemn duty 
and responsibility as groups of citizens to contribute 
their share to the maintenance of government and the 
defence of our country and its institutions and our democracy. 

"Let us examine some figures taken from the records 
of our Company keeping in view that it is a corporation of 
moderately small proportions. The figures will show what 
the Company has contributed in dominion taxation over a 
period of the six war years to the maintenance of government 
and the defence of our country and should be contrasted 
with a emoperative of comparable size or larger which 
may have transacted approximately the same volume of bus- 
iness during this period or several times the volume, 
which condition matters not as the cooperative paid no 
tax whatever whether it was large or small while our Company 


remitted as follows: 
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Year % of Income & Excess 
Profits Taxes paid to 
net Taxable Profits 


1939 15.00% 
1940 23.82% 
1941 33.50% 
1942 50.29 

Less post-war rebate a 49.58% 
1943 46.59 

Less post-war rebate ear te) 44.44%, 
1944 To Income Tax Dept. 34.85 

To CORP 800. 4) 25.94 60.79% 


No post-war rebate in 1944 


TOtaDr rT wmaee. 227 .13% 


Converted to dollars this amounts to the following: 

Coa gl Wey Bes oe 

-2,856.67 less anticipated post-war refund for 1942 & 43. 
204,551.07 VOtcaluNcu, Pexoe. aac. 

"It is of course very easy to see just what it 
would mean to our Company if we had been favoured with tax 
exemption during these years the same as our competitors, 
the Wheat Pools, have been. It would have given the Company 
$254,000 in cash reserves plus an additional saving in 
interest on this amount during this period which would have 
placed the Company in a very strong financial position con- 
eidering Its size. The facts ere, Of course, Ghat this 
money has been paid out in taxation whereas the Wheat Pools 
and other cooperatives in other lines of endeavour have been 
privileged to build up just this kind of a liquid position 
in proportion to their size. Therein lies the comparative 
position of persons engaged in any line of business in 
direct competition with cooperatives. It is quite possible 


that corporations faced with this kind of competition can 


(#)_C.P.SsC. means the Commodity Prices Stabilization Corp. 
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and perhaps will continue to survive during years of good 
business and relatively high profits as they have no curr- 
ent need of reserves under such conditions but when a 
period of poor business comes, which it surely will, then 
the corporations will require reserves which they have not 
been able to build up because of high taxation and they will 
be unable to weather a financial storm in competition with 
cooperatives that have been subsidized by tax exemption. 
This is the time when the comparative position will show up 
in gigantic proportions and will result in wholesale in- 
solvencies and bankruptcies to private enterprise. 

"In addition to the glaring example of unfair 
competition as cited above we would like to point out still 
another sinister case pertaining to all those companies en- 
gaged in the flour milling industry in Canada, as well as a 
few other industries. This is the elimination by government 
order-in-council of any possible chance to participate in 
the 20 per cent post-war refund of Excess Profits Taxes 
paid by these corporations over 116-2/3 per cent of their 
Standard profits which refund is provided to taxpayers in the 
Excess Profits Tax Act. This additional discrimination 
was applied to our Company commencing with the fiscal 
year ending in 1944. This was accomplished by forcing us 
along with the other milling companies of Canada to sign 
a contract agreeing to rebate all moneys paid to us as a 
drawback on wheat ground for domestic use which moneys 
contributed to increasing our profits over 116-2/%3 per 
cent of our standard profits; and was done under the 
guise that the flour mills were benefiting by increased 
export business financed, in part, out of mutual aid funds. 

"This condition is cited here to impress that some 


few private enterprises are made to suffer additional 
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discriminations in taxation which carries the unfairness 
that much further as between cooperatives who have escaped 
income taxation etc. and those corporations who happen to 
be unfortunate enough to be in an industry that has been 
penalized by the above mentioned situation. 

"Thus, Canada's tax system is filled with injustices 
and discriminations. Corporations have become the prey of 
tax collectors; they are costumed for the event in the keep- 
ing of records and their accessibility. Their income is 
taxed and their dividends re-taxed and thus their profits 
suffer double taxation. Their moral and legal right of ex- 
istence is oftimes questioned and threatened, The tax 
system needs some reform on the fundamental basis of right 
and wrong, that injustices and wrongs shall not undermine 
and destroy our freedom of choice to conduct business by 
any legal method and shall not lessen our loyalty and pat- 
riotism and respect for government. We thus urge that 
corrective legislation be enacted to place all business on 
as equal a taxation basis as possible. 

-*(b) Suggested Plan. 

"In arriving at a position where we feel capable 
of making any suggestion for corrective legislation we 
have considered the many implications and complexities of 
the problem at hand which are now involved or may be involved 
by changes. 

"However two of these stand out in our minds. These 
are, first, the need for our government to be supplied with 
money to finance the many demands placed upon it and 
particularly the demands for prosecution of the war; and 
second, the publicly announced course which the Wheat Pools 


and perhaps other cooperatives would follow were they to be 
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subjected to Income War Tax Act and the Excess Profits 
Tax Acte This course of action is to so regulate their 
business that they would not have any taxable profit at 
the end of their fiscal year. We therefore arrive at this 
point in dealing with the taxation of cooperatives and 
mutual companies: 
| i. Exempt them from the payment of Income and 
Excess Profits taxes for the future by amending 
Section 4 (p) of the Income War Tax Act so there 
can be no question of their exemption. 
ii. Give them the right to pay patronage dividends 
to their patrons how and when they choose, which 
dividends would not be taxable in the hands of 
recipicnts. 
iii. Make them subject to a ‘cooperative! or 
‘turnover! or ‘sales tax! on their yearly sales or 
dollar volume of business by amending the Special 
War Revenue Tax Act. The rate of such a tax would 
be.fixed after careful study. and having,in mind 
that it should cost a cooperative as near as possible 
the same as if it were subject to the Income War Tax 
Act and the Excess Profits Tax Act before provision 
for the payment of patronage dividends. 
"In dealing with the taxation of corporations or 
joint stock companies we recommend the following: 
i. Leave them subject to the Income and Excess 
Profits Tax Acts after providing a more lenient 
and equitable basis of determining the standard 
profit of a company. 
ii. Do not impose any additional taxes on them, 
iii. Exempt the dividends paid by a corporation 


in the hands of the shareholders thus eliminating 
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double taxation on corporate profits by amending 

the Income Tax Act etc. just the same as dividends 

received from one Canadian corporation are now 
exempt from taxation in the hands of the recipient 
corporation. 

iv. Give corporations the right to pay patronage 

dividends to their customers which dividends would 

not be taxable in the hands of the recipient. 

Patronage dividends would have to be paid out of 

Surplus and would not be considered as an operating 

expense. 

"We believe that if these proposals were enacted 
perhaps with some minor changes or substitutions that it 
would eliminate in a large measure the present inequalities 
between cooperatives and private enterprise concerning tax- 
ation and would also distribute the nations tax load on all 
business and would increase the revenue of the Dominion 
treasury. 

| "(c) If our suggested plan is not feasible then 
we contend that cooperatives must be placed on the same 
taxation basis as corporations by some other method or 
combination of methods. 

“In this regard we would recommend that the same 
system which now prevails in Great Britain and which was 
decided upon back in 1933 be adopted as the solution of this 
problem in Canada. The English law provides that both joint 
stock companies and cooperatives are exempt from income and 
excess profits taxes on profits paid out to shareholders 
and/or members; that these profits are taxable in the hands 
of the recipient; and that any profit left in the business 


and transferred to surplus or undivided profit account by 
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either cooperatives or joint stock companies is subject to 
income and excess profits taxes. 

"(d) We also contend an@ urge that, whatever course 
of action is taken by the Commission, collection from coop- 
eratives of Income and Excess Profits Taxes on profits real- 
ized since commencement of war must be enforced in order to 
wipe out the unfair financial advantage which they have been 


allowed to build up during this time. 


"Respectfully submitted, 


BEllison Milling and Elevator 
Company Limited.” 
Documents filed with brief: 


2 typewritten copies of - "Summary of Brief submitted by 
Ellison Milling and Elevator Co." 


The Commission took recess until 2.15 p. m. 


@ecoeeeeeeeeneee#eHe#ee eoeees 


The Commission resumed at 2.15 p. m. 


BY MR. PARKER: 
Q. I just want to ask a few questions by way perhap 


OF -CLariryine or explainine eae -tittile further “some of the 
points you have dealt with, and possibly we might go more or 


less in the reverse order. Let us take the last part of your 
brief. As I understand your statement, the two kinds of 
company, limited and cooperative, are to all intents and 
purposes the same and therefore should be taxes on the 

same basis. Is that a fair statement? A. We in our 
recommendation or suggested plan propose that a distinction 
be made between the method of taxing cooperatives and 


the method employed to tex corporations. 


Q- If the two set-ups are much the same, as I 
think you have said in your brief, and therefore should 
bear taxation on the same basis, why would it be necessary 


to make changes in the law at all? Why, if there were not a 
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difference between the two? A. There would not necessar- 
ily be a change to amend the present Income Tax Act except 
to eliminate Section 4 (p) of that Act so that no cooperat- 
ives or mutual trading companies would be able to claim 
exemption under that section. 

Q. That is what I had in mind, ls it your suggest—- 
ion that if you repealed section 4 (p), that would more or 
less clear the situation, so that cooperatives and the 
ordinary companies being more or less indistinguishable -- 
as I understand your argument -- the incidence of the tax 
would apply to both? A. That is correct, except that we 
made a different recommendation, for this reason, that if 
cooperatives -- speaking of the wheat pools in particular -- 
were eae subject to section 4 (p), that is to say, if they 
were not exempt under that section and collection from them 
were enforced by the Government, they they have already 
announced their course of action, 

Q- li was coming to that. A. That is, that they 
will so regulate their business as not to show a profit 
Or a surplus at the end of the year. That in effect would 
force corporations in competition with them to do likewise. 
The corporations, then, would not show any operating profit 
and therefore the Government would not have any revenue from 
that source. 

THE CHAIRMAN: Mr. Ellison, the apparent inconsistency 
of your proposal to tax them and to provide a plan for not 
taxing them is explained, I presume, by the fact that the 
second suggestion is merely subsidiary. 

THE WITNESS: It is an alternative suggestion of 
adopting practice, yes. 

BY MR. ELLIOTT: 


Qe May I get one point clearly. Is it your position 
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that the cooperatives and the corporations are substantially 


the same, or. are they, in your view, to some extent diff- 


erent? A. To some extent, they are different, yes. 


However, we have argued in our brief and we still contend 


that as far as the operations of the wheat pools are con- 
cerned they are substantially the same as any corporate 
company carrying on the grain business in western Canada. 
| BY MR. PARKER: 
Q- <Are their methods of operating the same, do 


you contend? A. We have so contended, yes. 


Q- You make that general statement, but on what 


grounds do you say that? I was under the impression that 
there were certain differences. A. As far as their oper- 
ations are concerned, that is covered in the brief. They 
carry on business as principals, not as agents for their «-. 
members or patrons. 

Q» You are speaking of the Alberta Wheat Pool? 

A. I am speaking of the Alberta Wheat Pool in particular. 
Any member cee to sell grain to them takes the grain 
into the elevator and that grain is bought by the Alberta 
Wheat Pool and settled for the same as if the producer 
took the grain to a private or incorporated company. 

Q- Stop there for a moment. I have no doubt that 
in due course we shall hear from the Alberta Wheat Pool. 
Let us assume that you are wrong about that, that they do 
not at the present time, at any rate, buy wheat at all 
but merely handle it on behalf of those who deliver. Would 
that make a difference in your argument? There would be 
a considerable difference between your method of operating 
and the independent companies’ method? Would there not -- 


provided they were not buying and re-selling, but merely 
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handling the product on behalf of the grower. That would 
make a distinction between the two? A. Yes, that would. 

Q- So that when you say they are much alike it is 
on the assumption that they buy and gell in much the same 
Manner as the independents buy and sell? A. That is 
correct. 

Q- Let us go back to the beginning of the brief 
for a moment. At the bottom of page one you state that 
there are eighteen licensed country grain elevators in 
southern Alberta and two grain elevators at Lethbridge, 
with a storage capacity of so many bushels. They do bus- 
iness with non-members or only with memb er s? Cee aes 8 ae 
pointing out there the nature of our operations. That is 
Our operation. 

Q. It is under that heading, and you state among 
Other things -- A. That our company owns and operated 
elghteen country elevators. Of course, we are open to do 
business with the public at large. We do business with 
any producer who wishes to come to us. 

Q- As a matter of choice, or are you compelled by 
law.tO.do 1%? A. We are compelled by law, under the 
Canada Grain Act, to accept deliveries from any grower. 

Js 7hNG. SO ere. they cooperativese \ A. Yes, 

Q- So that you are exactly the same in that 
respect? 4. I understand so, yes. 

Q Turn to page two. The grain business consists 
of the buying of grain from producers, and handling, 
storing and selling the same. In this department competition 
is from the Alberta Wheat Pools and various large grain 
corporations. You are speaking of your competitors there? 
Ae. VOS« 


Q- And you say that one of your competitors is one of 
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the Alberta Wheat Pool. Do you not have severe competit- 
ion from independent companies as well? A. Yes, and 
various large grain corporations. 

Q.- In what way is your competition greater in re- 
Ley of the Wheat Pool than in respect of the other 
independents? &. In two respects. In the first place, 
we in our small way, meet them, or they mcet us, in 
fourteen out of sixteen points where we Operate, whereas 
no other single grain company meet us, or do we meet then, 
at so many points. 

Q- But you do meet them at a considerable number 
of points? Lh” Yes. 

Q. and at those points in which you do find 
competition, in what way is that competition more injurious 
to you, or rather in what way is the competition of the 
alberta Wheat Pool more injurious to you than the competit- 
ion you meet from other independents? A. In this way, that 
the Alberta Wheat Pool being exempt, that is, having taken 
exemption from income tax or excess profits tax, have been 
able to promise or to pay back in some cases what they term 
patronage dividends to their patrons who have delivered 
grain to them during the year. It is my understanding that 
under the law the income tax deparfment will not allow a 
corporation or a private grain company to pay these patron- 
age dividends back to the grower and still charge it to 
operating expense, so that in that respect our competition 
is much more keen from the pools than it is from the rest of 
the grain trade or the other large concerns. 

Q- The competition is greater because of their 
exemption from income tax. Is that what makes the competit- 


ion keener? A. That is what it amounts to. 
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THE CHAIRMAN: Payment of dividends is the crux? 

THE WITNESS: I can explain further in that regard 
if you wishe Since this question came to the fore, of 
course, the wheat pools, feeling that there was a chance 
etsy might be taxed on profits or surplus which accrued 
to them as a result of their operations, have put into 
effect this year an increased purchase price over and 
above the Wheat Board minimum price, and that of course 
will be in effect a patronage dividend which the grower 
is getting as he delivers or sells his grain, rather than 
Waiting until the end of the year to see what the outcome 
of the year's operations will be, and then refunding in the 
way Of a patronage dividend. Then, too, in any competition 
of that nature, it is necessary for our company to meet 
that because, as you can readily understand, a grower is 
not going to come into one of our elevators and accept two, 
or three or four cents a bushel less for his wheat than he 
will receive from another elevator across the road, and 
therefore we must adjust our price to meet the competition 
set by any others, whether it be the wheat noel or whether 
it bé 4 privately owned company. 

BY MR. “PARKER: 

Q- Perhaps I should ask at this stage this 
question: If what you state is true, it would be a simple 
matter, would it not, for you to overcome that competition 
by incorporating a cooperative society of your own or 
transferring from your present set-up to a cooperative 
association so as to be then on an even fotting with them. 
Could that be done satisfactorily, or ig it practicable to 
do that, or is it simply visionary? A. After making some 
Study of this problem I have felt that it would eventually 

be necessary for us to do that very thing if we are to 


continue to compete with non-taxpaying companies. 
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Q.- Would that be a good thing for the conmunity 
and the general public at large, in your ODanLOny |S 
there anything wrong in doing that? A. Only this, that 
we feel it would tend to destroy competition and the choice 
which we should all enjoy here in this country of being 
willing or able to do business as we wish according to 
the legal system that is adopted. 

Ww iL realize that; but, do you not agree that most 
business concerns, whether ordinary joint stock companies, 
Or any other kind, do business with the idea of doing the 
best for their members or shareholders, as the case may be? 
Is not that the guiding principle, or do you agree with 
that? A. I don't think that there igs any doubt that 
most businesses are started with the idea in mind of 
making a profit or an amount over expenses. 

Q.- Or some acquisition which is of value to them, 
the equivalent of profits. They hope to get some advantage? 
A. Yes, 

Q- I won't pursue that too far, but if that is the 
guiding principle, what objection is there on the part of a 
company such as yours to having its holdings, through 
proper channels, turned into 4 cooperative association? 
What is wrong with it so far as the good of the community 
or of the shareholders is concerned -- or of anybody else? 
Ae I answer that by stating that eventually that would 
eliminate competition, and we feel that competition is 
necessary. I believe that those who organize and sponsor 
the cooperative way of doing business are also of the 
Opinion that it is necessary to have competition. Further- 
more, as to that, it may be that we could not get permission 


from Mr. Fitzpatrick's department to set up a cooperative 
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organization in the same community or locality in which 
another cooperative is now operating. 

Q. That is the question I was exploring, whether 
it was possible or practical, whether it was a feasible 
thing to do. 

BY MR. ELLIOTT: 

Q- Mr. Ellison, have you anything to say as to how 
the interests of your shareholders might be affected by 
such a reorganization? &.. I feel that the interests of 
the shareholders of the company would naturally be jeoparda- 
ized because we have very few as compared with the total 
number of customers with whom we do business. But that 
might not be serious from the long-range viewpoint. After 
all, there are numerous companies coming and going, and 
some of them make a success in business and some don't. 

BY MR. PARKER: 

je From the standpoint of public interest, you have 
pointed out in your brief the phraseology of the order in 
council which is directing the Commission, and you will 
notice in it that they require information that will lead 
to something which is best in the public interest? 

A. Yos. | 

Q- lt was from that standpoint only that I was 
asking if there is anything against the public interest 
to have a limited company through the proper channel, made 
into a cooperative association. I can see that it might 
affect the shareholders of the present company, but do you 
think if might be necessary to secure the greater good 
of the greater number? Det oyhneth Lo nossib le, 

BY MR. VAUGHAN: 
Q- On the question of public interest, Mr. Ellison, 


you Say that taxation has been lost to the Government. 
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Would that be something in the public interest? 
BY MR. PARKER: 
% What do you say to that? <A. Definitely so. 
I think we all have to admit that it is necessary to 
provide money for governments to function, and naturally, 
if all business were converted to the cooperative method 
or system, then under our present arrangement the income 
and excess profits taxes which are being paid into the 
Government would be lost or would be eliminated, and other 
methods or sources of taxation would have to be found to 
replace that revenue. 
THE CHAIRMAN: And to that extent the public interest 
would be affected? 
THE WITNESS: Definitely so. 
BY MR. ARNASON: 
Q- With further reference to the question of public 
interest, I understood you to say that the pools had taken 
| the initiative in increasing the price payable to the 
grower by two cents a bushel and that in the ordinary course 
of competition it would be necessary for your company to 
follow suit in order to retain your customers. Since 
we are discussing the matter of public interest I would 
‘like your view on this: If the purchasing power, that is, 
if the income of the producers of grain were thereby 
increased by two cents a bushel, what would you say about 
the public interest involved as far as that is concerned, 
due to the fact that it might be argued that this extra two 
cents a bushel, thereby increasing their income, would make 
it possible for these producers to pay more individually in 
income tax? What would be your view, as far as the public 
interest is concerned, with reference to that situation? 


I realize what your views are so far as it would affect the 


B-952 


-532- Mr. Ellison 


interests of your company, the shareholders. But we are 
talking about the public interest. Which is more important? 
A. There is no question but what the grower would gain, 
and does gain when he is paid more for his produce. 
However, corporations could also afford to pay that extra 
amount provided they were also free from taxation; so that 
that would balance the extra amount given to the grower, 
and naturally, if we had not been liable for income tax 
during this period, we could very well have paid patronage 
dividends back to our grower customers to the game extent 
as any other system of business in the pools. In other 
words, we feel that we can give the grower just as good 
service in every way possible, and just as much for his 
produce in our method of operation, as the cooperative 
System can. Carrying that one step further, in answer to 
your question about the effect of the payment of income tax 
by individual growers were they to receive two cents a 
bushel more, or any amount more than what would naturally be 
paid to them, that in fact may be the case, that they would 
pay extra income tax because they would have additional 
income. win setual Operation, however, it does not seem to 
work that way because of the laxity of the present Income 
Tax Department in collecting taxation from individual farmers 
and growers. 
BY MR. PARKER: 

Qe That is scarcely an argument with the departmental 
officials: herey” ah Perhaps’ at i's* not necessarily the 
fault of the department or of the preseht method of 
collecting from individual farmers. Perhaps the method of 
record keeping has a lot to do with that. In other words, 


there are apparently ways and means of covering up extra 
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income which they may get from time to time during the 
course of the year, more so in the case of an operation as 
an individual farmer, than it would be to get that tax 
through a company organized to do business. 

Qe I do not think we will pursue that further. 
Turn to page three of your document. You state that your 
PoUpeny Soa Lelio vely, sued) One. Your do nev 2ttach fin 
ancial statements to your brief. Could you have these 
prepared and sent to the Registrar? The Commission would 
like to see your financial statement. Would you undertake 
to do that? der 1es' 

Q- Will you let us have ten copies? It would be 
convenient to have a number of copies. Will you do that? 
A. Yes; for what years? 

es WO COT three years would be sufficient, 

THE CHAIRMAN: Since 1939. 

MR. PARKER: Since 1939 then. 

THE WITNESS: Balance sheet and statement of profit 
and loss? 

BY MR. PARKER: 

Q. Yes. Ae Very well. 

Qe Go on to the next page. Ae By way of ex- 
planation there, we consider our business a relatively small 
One, comparing it with most other businesses in the same 
line, and not in comparison with the small individual. 
who is operating. 

%e Ll understand that. He Ora grocery store. 

Qe «approximately what is your annual turnover -- 
half a million, ten millions, a hundred thousand? What 
is the amount of business your company does? A. The 


total amount would be between a million and a half a year 
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and, say, three aieniaens at the highest. 

Q@- Now will you go on to the next page. You make 
4 yrather broad statement: “It is. general information that 
the wheat pools do not operate on a true cooperative basis." 
These expressions such as “general information", “common 
knowledge", and so on are not particularly helpful. How 
general is that information, and what do you mean by that? 
Possibly you know it and others know it, but I am afraid 
there are stili others who either do not know it or do not 
concede it. Ae We will qualify that by stating, shall 
we Say, "among a considerable number of growers who are 
producing grain in this country and delivering to elevators 
and also to those who are engaged in the grain trade.* 

Q. Let us see if we can be more specific. Are 
you suggesting that there are a considerable number of the 
members of the various wheat pools who are informed, or who 
know, or who admit that the wheat pools are not operating 
on a true cooperative basis? A. No. 

Q- You would exclude them? A. Most of then, 


some of them. 


Q- Let us take their counterpart, the shareholders 
of colipanies like yours. Most of them concede that your 
statement is true? As, Xess 

Q- Then we have one group included and the other 
excluded. Take all the rest. How many of them agree with 
your statement? i.e Not very many, because I don't believe 
that question has been thought out in the minds of the 
general public. 

Q. What you mean, then, is that is generally 
accepted by the ordinary shareholders of independent 


companies? & And customers, I would say. 
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Qe It is accepted by then that the wheat pools 

are not operating on a true cooperative basis. That is 
what your statement means? Ae” Yos. 


Q. Let us go a step further. What do you mean by 
operating on a true cooperative basis? What do you mean by 
that?» What is a "true cooperative", and what do you want the 
Commission to understand by that? Ae a true cooperative 
I would define in these terms: A group who are organized 
and who operate their business in such a way that they con- 
fine their activities to their own field of endeavour; each 
member of which cooperative would be entitled to his share 
of any profit or saving effected by handling the produce of 
the members or the Board of Directors voted to make disburse- 
ments of that which was earned. 

Q Yes. anything else? A ind that each member 
should have an equal voice in the way the business is con- 
ducted. 

Q% Is that complete? me GOLNeS Turtner, 1 would 
say that in the true cooperative, each member that belongs 
to it should have a financial responsibility to pay back 
any excess which he may have received from the operation 
of the association, provided the operations did not give a 
profit or an operating margin. 

Q I want to be fair with you, and I realize that 
1048 a Rather difficulty question that I’ put to yow,. ana 
one which it is not so easy to answer, as everyone admits. 
What I want to know is this: Is this answer that you have 
given me an answer made on the spur of the moment, or is 
it your considered, thought-out idea of what constitutes 
operating on a true cooperative basis? Ba Theat 1s an 
answer, I admit, that has been given to you without very much 


thought. 


- 


L 


ie 
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G@. If you. wrote that out, or if you saw it in 
writing, you might want to edit it in respect of certain 
words. You might want to change its phraseology. But it 
substantially expresses your view, does it? 4. Yes. 

THE CHAIRMAN: You are a very brave man to have 
attempted it, Mr. Ellison. 

THE WITNESS S5. 1. eamit it ls.nhard. to, definera., true 
cooperative. 

BY MR. PARKER: 

9. Are you in a position to state of your own know- 
ledge what you have stated in the second sentence of the 
paragraph referring to wheat pools, namely, that “they do 
not handle erain from members or shareholders with any 
obligation to pay them the proceeds from the sales on the 
basis of quantity and quality, ete." Do you know that it 
| is so, or do you not? A. Of my own knowledge I believe 
that to be the fact, 

Qe That is what I want to know, whether you know 
it to be a fact or whether it is something which you believe 
to be a fact and in regard to which you may conceivably 
be wrong. a. I may be wrong, but to my own knowledge 
IL believe it. 

Q. You are not very certain that that statement is 
true? A. Yes. 

Q- At the time you were preparing the brief did you 
take the trouble to look at the terms under which the wheat 
pools were handling grain? Le I have never read their 
‘member contract, if they have one. I presume they have. 
They must have some written memorandum as evidence of be- 
coming a member, but I have never read their contract. I am 


going on the wording of their grain contracts when they make 


. 
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a settlement for their purchases. 

Q. if I may use the words of the Chairman, you are 
a pretty courageous man to make that statement if you have 
not read the documents, aren't you? Bee 68% 

Qe Go on to the next paragraph. I quote the foll- 
owing: "Up until income tax assessments were made against 
them, the wheat pools had in no way attempted to limit 
their dealings with non-members to 16-2/3 per cent of 
their total." Do you know that any better than the last 
statement? A. No. We admit that because in what 
follows we say SO. 

Q. I continue the quotation: “and while we have 
no ‘actual figures to: submit ini proor,’ it) isvavteir con- 
clusion from the nature of their advertising, solicitation 
and method of operatin that more than 16-2/3 per cent of 
their business had been done since 19352 with non-members 
and no distinction had been made between members and non- 
members." Will you point out to the Commission where we 
can obtain samples of advertising, solicitations or methods 
of operation from which they would be justified in drawing 
such an inference? f&. Perhaps that may be submitted in 
evidence by the pools. 

Q- Possibly, but the pools may never come before us 
at all and we may have .to find out for ourselves. You 
apparently have seen some of that sort of thim, otherwise 
you would not be making that statement, I presume. Have 
you? A. We have never seen any percentage worked out 
and supposedly coming from them as official or authorize” 
information. 

Q. dust look for a moment at what you state in your 


brief: "While we have no actual figures to submit in 
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DrOOl, (ib 1s *a Pair’ conclusion from the nature of their 


) advertising, solicitation and method of operation" and so 


on. How can it be a fair conclusion in your mind, to say 
nothing of its being a fair conclusion for the Commissioners 


to draw, if you have not even seen the advertising, solicit- 


ations and so forth from which you profess to draw the con- 
clusions here stated? fas Well -- 

We ec eriiaps you went a little too far? Ae Wiete its 
an unfair statement. 

jee My OULyY purpose au Draineine Tt “to yvour sabtentlon 


is to suggest to the Commissioners, when they come to con- 


Sider their decision, how much reliance is to be placed in 
such statements. A. We are basing that statement on the 
fact that the pools invite, encourage and solicit growers 


to deliver their grain to the pool elevators regardless of 


whether they are members or not. In other words, they are 
welcome whether they sign a membership pledges or do not. 

Q» Anyway, your conclusion is drawn from that 
Knowledge -- or lack of knowledge -- that 16-2/3 per cent 
of their business has been done since 1932 with non- 
members and that no distinction has been made between members 
and non-members. Are you prepared to Say that as a fact, 
or, again, is it only argument? A. No distinction in 
the matter of the treatment that they receive. There would 
| be a distinction in the matter of their voting as members 
of the cooperative. A non-member, I presume, would not be 
privileged to go to a meeting or vote for the election 
of a delegate to be sent to their meeting. 

Q- It is more a matter of argument than a statement 
of fact, and the Commission should so regard it. 


THE CHATRMAN: It is a conclusion which he draws. 
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BY MR. PARKER: 

Q. Perhaps some comment should be made with refer- 
ence to page five where you begin the paragraph by saying: 
"Likewise we feel that the Income Tax Division ......." 
so and so. That is a mere matter of argument in which 
your opinion may or may not be sound. Is that correct? 

A. You mean where we say that we feel that the Income 
Tax Division has failed? 

Q- Yes. It comes under (b). Aviv Mesin, That: is 
definitely just our feeling. We are not a court of law to 
decide whether they are taxable or not, but it ia our con- 
tention that they are. 

Q- Let us go on to the next page: "We respectfully 
point out that the wheat pools of western Canada are separ- 
ate legal entities and are incorporated much the same as 
any corporation." Any ordinary limited company, I take tire 
is what you mean? hee Vos: 

Q- There are considerable differences, are there 
not, between the two? You say they are the same and I 
suggest that there are many Eres acne Do you agree? 

A. We feel that there is not a very, Digi distinction, 


Q- Is there some distinction? Let us put it that 


way. A. Yes. 


Q- I go further and suggest that there are many 
distinctions, some of which are quite vital. Do you go that 
far? Ae No; I would not go that far because I contend 
that a cooperative, that is an organization posing as a 
cooperative, which is incorporated under the Companies Act 
and having share capital and stock issued is very much the 
same as any other corporation. 

Q- Perhaps you can help the Commission by indicating, 


even if it takes a few minutes, three or four or more ways 


@) 


Ae 


' vs a rf i f 
“ , 
: ‘ 
: > 
re We i , 
Spt ot 
ie % rn bl 
= - 
ae . 
: ; rn 3 stor 
é * 
' a 
; > 
ihe i J . - 
sy a 
ses = : F 
ohn 3 
i F Z 
oe ‘ 3 
<a eas : 
» 
eer 3 . : oe 
oe ‘ pee on . 


oe bas 
Set Saae 7 : ey 
ne ¥ one 
eat : ae 
é . * 

ae) ae 5 = 
NS ee 2 as 
way re spel 
eae a vs of 
. hin 

: ae ‘ 
Fa one, ies 
so eri 


e © 4 


10 sehen} 
eo 

om, Fs 

; — 

= P 

ii ~— 

math 

Ss 


ar 
ne 
fs 
re : 


os 
X 
ox 


. <3 | 
od =. ; ae 
sie se } + ‘; 
BN S ‘ 2 - 
Gee as , 
: wae 
ee a 
c ey ; 
F ' va P 
a - a : 
as : ; 
: . a e ei 
Sta Sink “~ me R 


a E 
i 

+3 
- towed 


te a . aiid 

: os 

oe et 
. 


B- 540 


-540- Mr. Hllison 


in which they are the same, and then follow that with three 
or four ways in which they differ. Do you care to do that? 
A. Well, the points in which they are the same are, in 

my estimation, when any cooperative or any subsidiary of 

any cooperative is incorporated under the Companies Act 

of one of the provinces or of the Dominion and share capital 
is issued. 

Q- I will not pursue that. Perhaps we can'get the 
information from other sources. Further down in the same 
paragraph you go on to talk about the Alberta Wheat Pool 
and the Manitoba fool Elevators Limited. You say: ‘In 
the case of two of these subsidiary companies, they are 
engaged in the insurance business" -- referring to the same 
subsidiaries? Awwales. 

Qe “.e«eein competition with other insurance 
companies and they have operated at a profit" -- that is, 
the insurance companies -- "during most years of their 
lifetime." When you say that they are engaged in bus- 
iness in competition with other insurance companies, I 
want to know whether these insurance companies to which 
you refer insure anything but the property of their own 
membersag Do, you) know?,. dd. T don't. think they do. 

Oe Mou think, it. ds. Jdmpted? A. Yes, to their 
own properties. 

Q- In what way do you say they are in competition 
with other insurance companies? A. Were they not in 
that insurance business, privately owned insurance 
companies would get the business of cooperatives. 

Q- Unless they saw fit to be their own insurance 
companies? Avia ikORs 

Q.- Have you knowledge that these subsidiaries to 


which you refer have operated at a PUL Le sOr Ls that 
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Only hearsay? A. We have knowledge that they have 
operated at a profit during the last year. 

| Q- Where -- from their financial statement? 
allen doh 

2. Then you go on and draw perhaps on your imagin- 
ation a wee bit, looking into the future and visualizing 
what it might lead to? Ae Yes. 

Q- That is the effect of Dene tp dite ave ne Ae Yes’, 

2- Now turn to page seven: "As to method of 
Operation, we contend that the wheat pools at least since 
early 30's have conducted business as principals and not 
as agents for their members." What do you base that on? 
Ae That is based upon this, Mr. Parker, that originally 
it was my understanding that the pools bought grain from 
the members and paid an advance or initial payment with the 
understanding that they would pay additional sums if the 
handling and sale of that produce warranted it. 

Qe What time are you speaking of? A. That was 
Originally. 

Qe Pra orytorlosoe A.’ Yes. 

Q- Ll am more particularly interested in what they 
are doing now. Are they doing business now as you say, 
conducting business ag principals and not as agents for 
their members? Is that how they are doing business now? 
4. I understand SO; that is our contention, yes. 

Q- I know what your contention is, but I want more. 
than mere contention, when you are suggesting facts on 
which the Commission can rely. As a matter of fact; you 
do not know? A, No; I would not state that to be a PACs 

Q- You make this statement: ‘A Member of a co- 
operative is very much like a Shareholder in a joint stock 


company, except in most cases he has contributed little 
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or perhaps nothing to the cooperative." That is the only 
distinction you make between a shareholder and a member 
of a cooperative? A. Where is that? 

Q It is in the middle of page seven. A. In 
that regard there is this distinction; that most members 
of cooperatives have to become members because of their 
interest in dealing with the organization. In the case 
of most corporations, the shareholders do not necessarily 
go into or invest their money in the corporation with 
the idea of dealing with the organization. However, that 
is a matter of numbers, because we could conceive of our 
Own company distributing our capital stock one share each 
to all our customers who patronize us, and they would then 
hold the complete control of the company, the same as the 
members of a cooperative would. They would then be our 
customers and our shareholders and we would still be taxed 
because we would be in the category of a corporation, 
whereas the cooperative would claim exemption from taxes. 

Qe Look at the rest of that paragraph. I have a 
note beside it to the effect that it is argument rather than 
Statement of fact, and if you agree with that I will pass 
on. Is that a correct way to state it? Hevige Vieisy 

Q+ On page eight again we find certain statements 
of things you believe rather than of things you know as 
matters of fact. For instance, you begin one paragraph 
with these words: "We believe that in their early history 
scoeeee’. That is only argument? A. Yes. 

Q- Come to the last paragraph on the page: "Today, 
the wheat pools purchase and handle wheat as agents of the 
Canadian Wheat Board exactly on the same arrangement as all 
other grain companies." Is that correct? A. That is 


Correct. 
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Q I understand that the Canadian Wheat Board 
fixes prices. -Is that rt A. All grain companies 
buy as agents for the wheat pool. 

Q- At a price fixed by whom? A. There is a 
minimum price fixed by the wheat pool, but there is no 
maximum price. 

MR. aRNASON: The Wheat Board, you mean. 

THE WITNESS: Yes. 

BY MR. PARKER: 

Q+» And the handling charges are fixed by -- 

Ae The handling charges are fixed by the Board of Grain 
Commissioners, 


A 


Q- ts that minimum also or maximum? A. That is 
maximum, There igs no minimum; we don't need to charge any. 
ye “They fix’ the maximum? wal? Yee, 

Q- As a matter of fact, do they charge the max- 
imum in practice? f.. Speaking of the grain companies, 
or the wheat pool? 

@- The pool. A. \The grain trade, including the 
wheat pools, have charged the maximum rate of handling 
charge until it ws reduced recently. 

Q- The wheat pools have been charging the maximum 
until recently? A. I understand that to be the fact. 

Q.- «and the companies have been doing exactly the 
Samet hanes ?eRACN + Yes, 

Q- And they both changed at the same time? 

&. Not at the same time. 
Q» Substantially the same time? A. Substantially. 
Qe And I presume for the sats reason? <A. Well 


the reason, I think, was publicly announced why the wheat 


pools reduced their charges. 
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Q. And the companies had to follow suit? A. That 
is true. We have to observe approximately the same price. 

Q. They don't buy at their own rate. They don't 
become the owner of the grain they buy as agents? 

4. They buy from the growers but they are acting as agents 
for the wheat pool. 

Q- The real buyer from the grower is the Wheat 
Board? A. Yes. 

Co thaws correct? (A. Yos, i itiots corpect: as 
far as wheat is concerned, but it is not correct as regards 
other grain. 

Q- lI am referring only to wheat. You say: "They 
exercise no discretion as to the gale of same and are there- 
fore not able to benefit their members by more advantageous 
Sales than competitors." That, I take Lt. Ls (Cormect? 

4& is far as the selling end is concerned, yes. That is a 
fact. There would be differences in the methods of handling 
the operation of the company, the overhead, 

Q. On page ten there is the following statement, 
which my curiosity hardly permits me to Dass OVeErt i fihis 
is so evident that there cannot exist in the mind of any 
person with a sense of right and wrong a doubt as to the 
burning discrimination which has been allowed to exist and 
of the favourable position which the cooperative organiz- 
ations now enjoy." That is a fairly strong statement. 
Honestly, I am afraid there may be some doubt in the minds 
of some of us right here. We all have some sense of right 
and wrong. As That only applies to the question of 
taxation where competition exists. It does not mean that 
we are contending that all the statements we have made in 
this brief are such that any person with a sense of right 


and wrong, and so on, 
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THE CHAIRMAN: It is rhetorical? 
THE WITNESS: Yes. 
BY MR. PARKER: © 

Q- Take the statement that appears at the bottom 
of page ten extending over to page eleven. Let us clarify 
that somewhat: "In cases where this is an actual condition 
of trading, then we agree with the principle and with the 
decisions of the courts dealing with it." What is it that 
you are agreeing with? State it in your own language. 
aie That refers to the principle that one cannot make a 
profit out of dealing with oneself. 

Q» In other words, you are dealing with the theory 
Ol mutuality? “A. Yes: or, in other words, trading pockets-- 
transferring funds from one pocket to the other. 

Q- When that condition exists, you agree that there 
can be no profits and hothing to tax? A. “Yas, 

Q- And that is all irrespective altogether of 
section 4 (p), It would be so if there were no 4 Goat 
A. Yes. 

Q- They would not have income in fact and would 
not have to ask for exemption? ay Yos. 

Q- You go on to say: "But we certainly do not 
have such a condition in most cooperatives today and 
especially not in the wheat pools." I don't want individual 
names, but what types of cooperatives have you in mina 
when you make that statement? <A. I woulda Say only a coop- 
erative which traded entirely within Leself , or one 
composed of members that traded among themselves and not 
with any outside person or persons whatsoever; in other 


words, it would be a condition where no one outside of their 
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Own membership conducted any business whatsoever. 

Q.- With the corporation? A. With any person, 
with anybody. 

Q- As long as their activities were confined to 
transactions between the association itself and the memb- 
ers thereof, that would be the one that would have no 
income; but the moment they start doing business with some- 
body other than these two -- A. A second party. 

Q- The moment a third party enters the picture, 
then they step out of that category. Is that what you 
are saying? Ast «Yee 

BYOMR . GELETOTT: 

Q. So long as they remain in that category you 
would not suggest, or would you, that you apply the sales 
tax or a special cooperative tax on sales to those 
transactions with members? A. That SPeeriehts yout Lrecennos 
conceive of any cooperative being set up for that purpose 
or of any such being in existence. 

BY UMinS OPARKER: 

Q- You do not know any that operate that way? 

&. It would be a situation where a group of individuals 
banded together in a cooperative and one had grain, say, 
and the other livestock and the one traded his grain for 
the livestock, and a third party had some farm machinery 
which the other party wanted and they traded entirely 
within themselves. The moment they go to a third person, 
either to buy goods, or commodities or SOnViCES yeOr ito Zo 
outside and sell goods or services to some person, then I 
say they step out of the category. 

Q- That is, they automatically step out of the 


category of mutual trading? A. Yes, 
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BY MR.. ARNASON: 
Q. Would that condition apply to individuals or 
can you visualize an organization of any kind that would 
carry on business just in the manner you describe? 
A. No, I really cannot, because eventually that organiz- 
ation would have to go outside unless it reverted to the 
conditions of early history where people were on the 
barter system and an isolated group of people banded to- 
gether in a cooperative and merely carried on trading 
among themselves. 

BY MR. PARKER; 

Y- I pass over pages eleven and twelve, which I 
think merely set out argument, and I come now to the 
figures given on page thirteen of the brief. You give, 
from 19359 to 1944 inclusive, the percentage of income and 
excess profits taxes paid to net taxable profits, -Are 
these taken from your own records? A. Oh, yes. 

Q- These various percentages total 227.13. Did 
you intend to divide that by six to get the average? 

Ae Yes, that should be done. 

Q- But would even that be strictly correct? 
4» You would get the average over a period vor tine, 

Q- It would be correct only if the profits were 
the same in Sach “year? A. Yes, 

Qo) i50 “that \there iis not Peal lyomuch point in 
adding them up; each year must stand on its ftoting. 

A. Yes. As you say, there is no point in adding them up, 

Qe ‘Converted into dollars over that period the 
amount is $250,000? A. Yes. 

Q%- «And a company doing the same or substantially the 
Same business under the other System gets rid of that 


burden? 4. Anyone who is exempt, in doing that much 


ath 


pe 
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business naturally would. 

Q- «AS regards these wheat pools that you have been 
putting side by side with yours, your experience is that 
you have been*burdened to this extent, that many dollars, 
so that they have that much advantage over you? A. Yes; 
that is correct, 

Q- Do you not get any compensating advantages for 
that which they do not get? We. (Can't Linker envy 
advantage. 

Q. Have you ever thought of it along that line? 
Have you sat down and said to yourself, "We pay $250,000 
and a cooperative does not. That looks unfair on the face 
of it. That being so, I wonder if there is anything we 
get which they don't get." Did you. ever think of at if 
that way? A. As far as the shareholders go, they get 
permission to share in any profits that are over and above 
what has been taken in the way of taxation. 

Qe That is, the customers of the company? 

ii. No; I am speaking of the shareholders. 

Q- But your company would not be able to do much 
business without some customers? fis Dat Le rent. 

Q- It would not make a profit unless you had 
euetomers?r A; Yes. 

Q- «And it is only because you have customers that 
you are able to make a profit? <A. Yes. 

Q- Why don't you divide that profit with your 
customers? A. The reason was previously stated, namely, 
that we are not allowed as a corporation to pay our customers 
back any portion of that. 

Q- Not unless you had the consent of your share- 
holders -- theoretically at any rate. A, Even with the 


consent of our shareholders. 
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Q- You have to pay taxes first? A. The Governme:i + 


“says we must pay taxes first. 


Q- You cannot think of any compensating advantage 
that you get? Well, if you can't you can't. Now, on page 
fourteen, Where you are more or Jess arguing, you say: 
",...then the corporations will require reserves which 
they have not been able to build up because of high taxat- 
ion and they will be unatle to weather a financial storm 
in competition with cooperatives that have been subsidized 
by tax exemption." In what way are cooperatives going to 
offer better prices, or is it because they have better 
facilities resulting in the saving of something, or ie it 
a combination of both? A. If they were a producer cooper~ 
ative they would be able to give their customers more for 
the produce bought and handled, | 

Q- By using up reserves? A. Yes. In other words, 
they could overpay the market and lose on 4 particular 
year's operations or save on the year's operations. 

Q- Pay more than the going price just to keep the 
business? A. Yes. 

Q- Or alternatively they would have better facilities 
and perhaps operate more economically than you could be- 
cause your facilities would have been worn out by reason 
of your not being able to get your improvements? 

A. That is possible, although that would be limited of 
course by the incentive -- well, not the incentive but 
actually the amount that any private company expended during 
those years to keep their properties up.) Of \oourss, 
legitimate repairs go in as expense in the year's operations 
of a corporation. 


Q- Dealing with the last half of page fourteen and 
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the top of page fifteen, the order in council to which 
you refer two-thirds down page fourteen, I want to know 
if the provisions of that order in council apply to co- 
operative milling companies as well as non-cooperative 
milling companies: A. That is a point we have wondered 
about but have never been able to find out. 

Q- Why? A. We would take it that it does not 
apply for the reason that the cooperative milling company 
would claim exemption from the excess profits tax. 

Be nod AD Could not apply? A. It could iaob apply. 
In other words, they have no standard of profits. 

Q- Having no profits, they certainly have no stand- 
ard of profits, as they contend? A. Yes, that is right. 

Q» In the middle of page sixteen you say: "This 
course of action is to so regulate their business that they 
would not have any taxable profits at the end of their 
fiscal year.” You state that they made certain statements 
about what they were going to do if the exemption were re- 
moved or some other method of taxation set up. You say 
they state that policy and then you make the statement I 
have quoted. Where have they so stated their policy, and 
when and to whom? A. In the press. 

Q- What press? Is there anything of an official 
nature? A. As far as I recall, we got that information 
from a clipping from the Financial Post as a statement 
made by Mr. Wesson of the Saskatchewan Wheat Producers. 

Q- That is what you are basing that statement 
upon? A. Yes, 

Q- Then you ZO further to deal with your proposed 
remedies, which are worked out on the assumption that the 
argument you previously made is sound. You say in effect 


that it leads to the necessity of some remedy and you 
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suggest one? A. “Yes, 


Qs You do not intend it to be official; At t's “4 


¥ 


suggestion which may be modified? It is not put forward 


as a complete scheme? A. No, merely as a suggestion. 
BY MR. ARNASON: 

Q- At the top of page eight there appears the foll- 
Owing sentence: “Any bonus which may be paid by a cooper- 
ative is similar to a dividend paid to a shareholder ina 
corporation." I wonder whether you would mind explaining 
a little more clearly what you mean by that. Are you 
suggesting that if a corporation pays interest or divid- 
ends on its stock held by its Shareholders, that is ess- 
entially the same as patronage dividends paid by a 
cooperative to its customers on the basis of the volume 
of business done by those customers with the cooperative? 
I just want to get a clearer explanation of your own 
ideas in this connection, A. It would not be the same. 
We merely said it would be similar, and the difference, 
of course, as we see it would be that the dividend paid 
to the shareholder would be paid on the percentage of 
his capital invested, whereas the bonus or dividend paid 
to the member of a cooperative is usually based on the 
amount of business he does, 

THE CHAIRMAN: That word bonus has no other Signific- 
ation than dividend? 

THE WITNESS: No. 

Dio Mite Gilt. 

Q- I would like to go back for a moment to the 
first set of questions Mr. Parker asked you, because I 
am not quite sure that we got to the heart of the matter 
there. I would like to see whether you have anything 


further to say that would clear up a doubt in my mind on 
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the subject. It seems to me that if you argue that co- 
Operatives and corporations are identical and therefore 
Should be taxed in precisely the same way you have a self- 
consistent argument; or if you say that cooperatives and 
corporations are different sorts of animal and should be 
taxed in different ways you may have there also a self- 
consistent argument. But you have almost said that corp- 
orations and cooperatives are the same sort of animal and 
that therefore you recommend that they be taxed in different 
ways. That is just a common sense way of looking at what 
you seem to me to have said and it suggests to me that 
we have not got down to the roots of the matter at all -- 
that the real root of the matter may be something different 
from what has been emphasized in all this discussion. Would 
you care to say anything that might help to clear my mind 
On the question? A. During the discussion I think I have 
admitted that there is some difference between corporations 
and cooperatives. Those differences have been enumerated; 
at least some of them have been. However, we have contended 
that the operation of the wheat pools is so similar to 
that of the corporations that they should not be exempt 
under the present provisions of section 4 (p) of the Income 
Tax Act; and although it does look inconsistent we have 
recommended in our first plan that they be taxed differently. 
We do so for these two reasons: First, that the Government 
needs money and corporate taxes are a large source of 
Government revenue; and Secondly, that the wheat pools 
have indicated their course of action. If they are taxed 
under that law they will see that there will not be anything 
to tax, 

Q» That possibly is the real meat of the matter, 


which leads you to suggest a different method? 
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A. . That is.exactly right, yes, though it may seem rather 
inconsistent, I admit, 

Q- May I pursue that for a few moments in order to 
clarify the position. Do you fear that they will be able 
SO to organize business that they will not have an income 
based upon the existence of large surpluses which they 
hold at present, or are you thinking of something more 
permanent than that? A. Well, in respect of our own 
Situation, I would say that we definitely have a fear of 
the financial reserve which they have been allowed to acc- 
umulate especially in the last two or three years when 
taxes have been high and profits also have been high. 

But going further, this Suggestion is not based on any 
thought on our part that we cannot compete if we are both 
on the tax structure or tax basis. We are quite willing 
to take our chance along with any other system of business, 
whether a cooperative or a partnership or a private 
individual, or with other corporations. We feel that if 

we cannot compete on even terms then we had better go out 
of business. We have been in business almost four years 
and we feel that we can continue to compete provided we are 
both put on the tax basis, 

Q2- Does this summarize your position -- that if 
these large reserves. of your competitors were wiped out, 
and if section 4 (p) were repealed, then you would be 
willing to take your chances with them? Aah, (OR Vee. 
definitely. 

THE CHAIRMAN: What would be your idea as to the 
effect on cooperatives if the reserves were wiped out? 

THE WITNESS: I don't think it would be sound economy 


to wipe them out entirely. 
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THE CHAIRMAN: By wiping them out, I assume you mean 
taxing them? 

MR. ELLIOTT: Or if they disappeared from any 
cause? 

THE WITNESS: They could disappear in the normal 
course of being taxeé. If they disappeared as a result of 
going back to member-customers, or customers, then of 
course that would immediately put private industry in the 
position where we would have to mect that condition as 
long as they were pouring back the the reserves to the 
members in the way of increased amounts’ paid for their 
produce, or in the form of patronage dividends. 

MR. ELLIOTT: Lest there be any misunderstanding in 
the matter, may I compliment you on the phrasing of your 
braet and the manner in which you have given evidence. 

1300 NOt wish-you to feel that t have aSked my questions 
because of any defect in the brief. 

THE WITNESS: Not at all, 

THE CHAIRMAN: We are all agreed on thet, 1 think, 

BY MR. HOWARD: 

2 I would like to have you advise the Commission 
whether the views you have expressed in relation to possible 
tex methods that might be adopted are entirely those of your 
company or whether they are the views of Other line 
clevators. A. They are entirely the views of our own 
company. We have not consulted any outside interest or even 
any solicitor, as a matter of fact, | 

MR. PORTER: There is one Observation I should make, 
From some things which he frankly admits are assumptions, 
and some contentions, Mr. Ellison has proceeded to draw 
certain conclusions about my client, the Alberta Wheat Pool, 


Those conclusions being both inferences of fact and mixed 


ne 
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questions of fact and law, I see no purpose in taking up 
Mr. Ellison's time cross-examining him, nor do I think 
it would serve any purpose to cross-examine. 

THE CHAIRMAN: I do not know that "cross-examine" 
is quite the word. There is an intermediate term between 
cross-examination and examination. 

MR. PORTER: Questioning, perhaps. As regards the 
facts on which he bases his conclusions with respect: to 
my client, those facts will come to the Commission in our 
Own presentation in a manner which, I submit, will be much 
Sounder than anything I coulda elicit through questioning 
&@ man who has not access to the facts. I do not want the 
inference to be drawn that in refraining from questioning 
the witness I agree, 

THE. CHAIRMAN: I do not think anything has been said 
to leave that inference. That closes the brief, 

MR. PARKER; Inasmuch as we had a rather late be- 
ginning this morning is it your wish, Mr. Chairman, that 
we should continue for a while? We have time to have the 
next brief read and the examination can be deferred until 


tomorrow, 


THE CHAIRMAN; That is advisable. 
MR, PARKER: [I Propose to take up now the brief of 
the Co-operative Milk Company Ltd, 
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Re Va DUEPY, 
Manager, 
Co-operative Milk Company, 


having been duly sworn 
testified as follows: 


BY MR. PARKER: 

Q« What position do you occupy with the Co-operative 
Milk Company? Ae The position of manager. 

2+ How long have you been manager? a. Since May, 
1938, 

Q- Continuously since then? ine’ YOS's 

Q- Prior to that where were you? A. I was with 
Woodlawn Dairy, Edmonton, for eleven years. 

Q- Similar business? A. Yes, 

2. Where does the company carry on business? 
fie Edmonton. 

2+ But the company we are discussing today? 
ize Calgary only. 

Q. You have a brief which you are about to read? 
is BLOGs 

Q- Who prepared it? 4. I supplied the facts ana 
my auditors, of course, assisted me, as well as my solicitors. 

Qe Has it been submitted to your Board of Director s? 
ae Not finally approved. I was instructed to prepare a 
brief by a full board meeting, and about three members of 
the board have looked the brief over, 

Q. Three out of how many? AS, JUUb-OF f3 te, 

Q- So that it is fairly represented? Aw. Yass 

Q- Were they all present? A. Yes, 

Q- it mean, when the discussion took place as to the 
general features with which the brief would deal? <A. Yes, 

4- Was it submitted to the shareholders? 


4». It was mentioned at a general meeting a week ago last 
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Monday that we would come before the Commission 2nd give 
OUT VieWS. 

2%. Was that a fairly representative shareholders' 
meeting? fae §=YCSe 

Qe How many members? Ae We have fifty-nine memb- 
ers and at that meeting there was an attendance of 60 per 
cent. 

2- Was it called specially for the purpose of con- 
sidering representations? A, No, it was the annual meeting. 
Q. There was nothing in the notice calling the 
meeting that indicated that this matter would be brought up? 

Dae NO | 

Q- That is the atmosphere in which the brief was 
prepared? Ae Yes. 

Q- Will you present it. 

THE WITNESS: Our brief reads as follows: 


hl. i ptroduction. 

"This Association is engaged primarily and mainly in 
the distribution of fluid milk and cream to consumers in 
the city of Calgary. The price of milk and cream both to 
the producer and to the consumer is fixed by the Board of 
Public Utility Commissioners for the Province of filberta. 
By chapter 18 of the Statutes of Alberta 1933 that Board 
was first given jurisdiction to inquire into matters relating 
to the distribution of milk and cream and to fix minimum 
Praces) Doth! to the producer and consumer. Increased powers 
have since been given the Board from time to time so that now 
it is empowered to fix minimum prices and to exercise full 
and complete control over the industry. It may be said 
therefore that the business of this Association isi that of 


a public utility supervised and controlled by the said Board. 
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It is the object and policy of this. Association to return 
to the producer as much as possible of the margin allowed 
by the said Board for distribution costs and at the same 
time to process or market on behalf of its members any 
surplus production not sold from delivery wagons. 


"IL, Offein and History of Association. 


"(T) Arising out of the generally depressed condit- 
ions of agriculture in the early 20's and the dissatisfact- 
ion and unrest which then prevailed among farmers due to 
the very low prices of farm products an association of 


milk producers in the Calgary milk shed had been organized 


and operated for some years for the purpose of improving 


the marketing conditions affecting their product. The 

major mikk distributors in Calgary were then the Union Milk 

Company Limited and the Producers and Consumers Milk Company 
Limited. The said Asscciation wag never incorporated and 
confined its efforts to negotiations with the said milk 
companies from time to time with respect to prices and the 
allotment of summer and winter averages. 

wip) “efter some years experience in that endeavour 

the Association apparently concluded that it could not 
attain its objectives ag only a negotiating body and it 
decided to enter actively into the business of distributing 
milk and cream in Calgary. It therefore applied for and 
completed incorporation of a cooperative association under 
the provisions of The Cooperative Marketing Associations 
act of the Province of Alberta. We understand your 
Commission has been supplied with copies of that Act and 
we assume that you Ate therefore acquainted with its 

- provisions. The new cooperative was organized in the early 


spring of 1929 under the name Calgary and District Milk 
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Producers \ssociation Limited, That name was later chanp 
ed in 1942 to Co-operative Milk Company Calgary Limited 
and the Association now Operates under that name. 

"(3) After its incorporation the first step taken 
by the Association to provide distribution facilities, 
was to purchase a small dairy in the Riverside district 
of Calgary known as the Independent Dairy, in which 
premises the business of the Assceiation was carried on 
Lor a few months until the present premises were acquired. 

"ig Will be shown inthe Briar PEIe hy ens eeebhern 
Alberta Dairy Pool Limited, the organizers of that Associat- 
lonhad been holding meetings during the year 1928 which 
resulted in the incorporation of that cooperative in 
august, 1928. 

| "(4) For many years the governments of this 

province have been interested in the sound development of 
cooperative organizations and have given expression of 
their interest first by the appointment of a supervisor 
of cooperative activities and Secondly by financial assist- 
ance in acquiring facilities. In 1929 assent was given 
to an Act known as the Cooperative Marketing Associations 
Guarantee Act, being Chapter 59 of the Statutes of that 
year. By that Act the Provincial Treasurer is authorized 
to guarantee loans to cooperative associations incorporat- 
ed under the Cooperative Marketing Associations Act to 
provide funds for the purpose of acquiring land, factories 
and plant, and equipping the same with machinery. Under 
the terms of the Act loans may be provided to the extent 
of 85 per cent of the cost of plant and equipment. The 
total amount of loans which may be guaranteed under the 


Act is limited to one million dollars. 
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"(5) Steps were therefore taken jointly by this 
Association and the Southern Alberta Dairy Pool Limited 
in 1929 to obtain loans under the provisions of the ei 
Guarantee Act. Conferences were held at Calgary attended 
by the Hon. George Hoadley, Minister of Agriculture, the 
Hon. R. G. Reid, Provincial Treasurer, Mr. Malin, the then 
Supervisor of Cooperative Activities and representatives 


of the said two cooperative associations, As a result of 


these conferences the government agreed to guarantee loans 


sufficient to provide plant and facilities for the two 
organizations. 

"(6) Land for the site was purchased and registered 
jointly in the names of the two associations. Plans for a 
building to house both organizations were approved. Formal 
application was made to the government for the necessary 
guarantee and the government agreed to guarantee loans made 
by the Royal Bank of Canada to the extent of $112,000 
with respect to this Association and $77,400 with respect 
to the Southern Alberta Dairy iersfew! mvcearicteycle These loans 
were repayable in twenty years with interest at 6 per cent. 
The Government, On making the guarantees, secured itself 
by taking a joint mortgage from the two associations on 


the land plant ana buildings as well as a debenture which 


‘provided for a charge upon all assets. Under the terms 


of the said Guarantee Act the borrowing association must 
first raise 15 per cent of the cost OF Fecilitics vor 
which the loan is required. This Association provided that 
ibe) Aan cent from its investments in the original Riverside 
property and from cash provided by its members, 

"(7) The land and facilities acquired in the manner 
above outlined were first hela jointly by the said two 


associations but by a partition agreement entered into in 
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January 1940, a division of the property was affected 
On.the basis of a party-wall and each Association be- 
came the sole owner of that, part of the land and building 
occupied by it. The Old mortgage to the Government was 
discharged and new mortgages were taken from each 
Association. 

"It may be noted here that this gueranteed loan 
made by the Royal Bank of Canada has been reduced from 
the original amount of $1124000 in 1929’ to the sum of 
$24,000 as of the 31st day of October, 1944, 

"YI, Organization ana Membership. 

"(1) An examination of the Memorandum and Articles 
of Association filed herewith discloses the following 
Sallent features: 

"(a) The Association is empowered to act as factor 
and agent to receive and take delivery of, handle, mix, 
manufacture into butter or cheese, or milk products, 
grade, store, transport, market, sell or otherwise dispose 
of the milk or eream delivered to it by its members, 

"(b) The Association has no share capital. 

"(c) Membership is based exclusively upon the 
producer signing the Standard marketing contract. A copy 
of the current Iarketing contract is filed herewith. 

"(d) A member hag only one vote at any general 
meeting of the Association, and cannot vote by proxy. 

"(e) The Memorandum of Association provides that 
the interest of each member in the assets of the Association 
shall be in the proportion which his holdings of reserve 
Share certificates ana participation certificates bear to 
the total reserve share certificates and participation 


certificates Outstanding from time to time, 
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"(2) The Association from its inception to the 
present time has operated on the basis of the said standard 
marketing contract. An examination of this contract dis- 
closes the usual terms and conditions characteristic of 
such marketing contracts. These include: 

| ajo The producer agrees to deliver all his milk 
or cream to the Association for a period of five years. 

"tb)« The Association -ies appointed agent and 
factor within the meaning of the Factor's Act to receive 
and take delivery of the said milk and cream and to handle 
and market the same on behalf of its members. 

EU Gian Tine Association is empowered to borrow money 
and for that purpose to give security on the said milk or 
cream, 

"(d) Authority is given the Association to make 
certain deductions from the proceeds of) “‘thewmedteor imine 
members! milk or cream for Capital or other purposes of the 
Association (Clause 10). 

"(e) Reserve share certificates shall be issued 
by the Association representing such deductions and shall 
be repayable at the discretion of the directors but in 
any event within fifteen years from the date of issue of 
Same. In other words the amount represented by such reserve 
Share certificates is in the nature of loan capital loaned 
to the Association without interest for a Maximum period 
of fifteen years, 

"(3) At the present time the membership in the 
“SSociation consists of fifty nine producers. The minimum 
membership during all years of operation has been Toy 
Six and the maximum membership seventy two. It shoulda be 
noted that the producer members reside within what is 


commonly called the Calgary milk Shed, an area of 
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approximately twenty miles radius around the City of 
Calgary. The members are therefore fairly well known to 
each other, coming together conveniently for the purpose 
Of meetings and there is a real mutuality of interest 

in furthering and developing the marketing conditions of 
their product. The producer is empowered to withdraw 
from the Association on terms set out in Section 13 of 
the contract. 

"(4) The nature of the business itself restricts 
membership. This restriction is increased by the control 
of the business by the Public Utility Board. Before a 
producer can become a member the Board of Public Utility 
Commissioners must be satisfied that his production is 
needed before it will give him a license to deliver same. 
The license to a milk producer when issued, is only 
temporary in nature and does not become permanent until 
the producer buys cut some other producer who has an es- 
tablished milk delivery quota. The producer must also sat- 
isfy the requirements of the City Health Department before 
the City of Calgary will issue a producer's license to 
him. After these obstacles have been overcome the Producer 
is under heavy expenses in Maintaining his plant and 
equipment in such shape as to satisfy the exacting demands 
of the Health Department of the City. His interest in the 
advantageous marketing of his product is therefore increased. 

"(5) Subject, only as Tce oe set out only 
members deliver milk or cream to the Association. There 
have been occasional times when, on account of milk shortage, 
the Association has had to purchase milk or cream from 
other sources but the amounts so purchased were small and 
would only represent a very small percentage less than 1 


per cent of the total volume handled by the Association. 
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In other words over 99 per cent of the milk or cream 
handled by the Association igs received from its members 
under the marketing agreement, 

"(6) At the time of its original organization the 
Association received the Support and encouragement of 
organized labour in the City of Calgary. Members of 
labour organizations wished to have an interest in the 
Association. Provision wags therefore made which permitted 
them to subscribe for 5,000 preferred shares of stock 
having a par value of $5.00 per share. The said shares 
carried no voting right, but did carry a fixed rate of 
interest of 7 per cent. Of the 5,000 shares authorized 
only some 1,200 were actually allotted. The said shares 
are redeemable and the Association has from time to time 
redeemed them. At the present time there are only 685 of 
the said shares outstanding of a Par Value ior Goy425, 

The Association for some time past has been financially 

able to redeem all these shares Still outstanding but has 
preferred not to do SO, believing that the business of 

the Association is promoted by the fact that the said shares 
are held by patrons. Indeed during the first year or two 

of the Association's activities an attempt was made to 
distribute a portion of its earnings among consumer patrons. 
This practice however was frowned upon by the Board of 
Public Utility Commissioners when that Board first assumed 
control of the business and the practice was then entirely 
discontinued. 

~iV. Business Methods. _ 

"(1) As already stated this Association, insofar ag 
it is engaged in distributing fluid milk and cream in the 
City of Calgary, may be regarded to all intents and purposes 


ag a Public Utility subject to the direction and control of 
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the Board of Public Utility Commissioners, which said 
Board is now empowered to fix prices paid to the producer 
as well as paid by the consumer in the Seige 1 tyes ut 
taking delivery of milk from its members producer it 
therefore pays over to such member on delivery, the 
amount fixed by the said Board, which amount is of course 
the then current milk price for the Calgery district. “In 
this respect it does not differ in any material way from 
its competitors. As the selling price to consumers in 
the city is also fixed by the said Board that price is 
uniform among all companies doing business in the Clty, 
The chief competitors of the Company are -- Union Milk 
Company Limited, Model Dairies ana Palleson's Dairy 

(a subsidiary of Palm Dairies Limited). All companies 
distribute milk and cream by delivery from house to house 
as well ds through stores, restaurants and similar out- 
lets, The Association admits that there is a marked 
Similarity between its method of carrying on this major 
part of its business and that of its competitors. There 
is this important difference however that in addition to 
its initial payment the Association is bound by contract 
to return to its member producer proportionately any 
earnings made in carrying on the business, including 

any earnings made on surplus milk. 

"(2) When delivering milk to consumers in the 
Calgary district it was found desirable to supply butter 
as a convenience to its Sores All companies do the 
same. An arrangement was made with the Southern Alberta 
Dairy Pool Limited whereby surplus milk was delivered to 
that Association and butter obtained in return. Any extra 


butter required is purchased from the same Association. 
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ES Snel IBF ain dedam ite utilize fully the surplus 
milk received from its members the Association entered 
the business of manufacturing ice cream and Up Untise the 
last year or two used only milk or cream Supplied by its 
members for that Purpose. in the last year or two it has 
been necessary on BocRsd Onis to buy elsewhere small amounts 
of milk or cream to cover shortages. 

"(4) As willbe seen» from the foregoing the Associat- 
ion acquires milk or cream almost exclusively from its own. 
members. The only part of its business which may be said 
to be with non-members igs confined to such occasional pur- 
chases of milk or cream as may be necessary in periods 
of shortage and the purchase of butter from the Southern 
Alberta Dairy Pool Limited for sale to its consumer patrons. 
The total amount of such non-member business tneLudine 611 
butter purchased from the said Southern Alberta Dairy Pool 
Limited has not at any time exceeded 15 per cent of the 
total business done with its members and has usually been 
considerably less, If regard is taken to the Surplus milk 
delivered to the said Southern Alberta Dairy Pool Limited 
in exchange for butter, then that percentage of business 
with non-members is oy small indeed, 

"V. Information Respecting Finances, 

"(1) Reference has already been made to Clause 10 
of the marketing contract. The current contract provides 
for a deduction not exceeding 5 cents per hundred pounds of 
total milk delivered by the member, The original contract 
provided for such deductions on the basis of 2 cents pen 
pound butterfat. In order to provide funds for the gradual 
retirement of the loan from the Royei Bank of Canada, 


guaranteed by the Alberta Government. and to repay loans from 
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shippers to make up the 15 per cent required under the ¢o- 
operative Marketing Guarantee Act above referred to, the 
Association has from the beginning exercised the rights 
provided by Clause 10 and has made deductions of varied 
amounts. These deductions, with only one exception 

were alwoys kept within the maximum fixed by said Clause 
10. On one occasion in 1930, with the full consent of 

its members, the deduction was increased to 10 cents per 
100 pounds of milk. These deductions, when made, are 
deposited in a special account with the Royal Bank of Canada 
and from that account payments are made from time to time 
to the Royal Bank on Beet: of Ghe Said poan.. «he. amounts 
so deducted are carried on the balance sheet of the Assoc- 
iation under the ee ats Reserve Share Certificates, 

"(2) Immediately after the Association commenced 
business and even before its new building was completed, 
the competing companies instituted a price war by increasing 
prices paid to the producer and lowering prices to the 
consumer. «AS a result the Association ran into a series 
of losses during 1929 and 1930, aggregating in all 
approximately $16,300. In addition the Association found 
itself without working capital and to meet that situation 
the members agreed to a further deduction not provided 
for in the contract, for the establishment of a commercial 
reserve. These deductions continued from February be EQD0, 
to April 30, 1931 and varied from a minimum of 4 per cent 
of total returns to a maximum o& 10 Den’ cent. for a short 
period. The total deductions made during that period 
amounted in all to $12,391.05. The members subsequently 
agreed to the cancellation of any obligation for repavment 
of these deductions. This incident as referred to as 


emphasizing the determination of the members of the 
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Association to preserve their organization inbect ag a 
desirable and useful instrument for obtaining better 
marketing conditions for their products. 

"It should be noted that in addition to the assist- 
ance extended by the members individually at that time, the 
Provincial Government came to the assistance of the 
Association with a loan of $14,500 from a fund known as 
the Wheat Board Surplus Fund. This loan has since been 
reduced to the extent that a balanee of $4,500 remains 
unpaid as shown by the last balance sheet of the Association. 

"(3) During the first eleven years of the life of 
the Association no distribution of operating surplus was 
ever made, due in the first place to lossess incurred in 
1929 and 30 and later to the fact that surpluses were not 
large in any event and the members were willing to leave the 
funds with the Association until a distribution could be 
conveniently made. A statement is presented herewith 
giving an analysis of the balance sheet and Operating state- 
ment of the Association from the year 1929, 

"(4) In 1942 the Association was reorganized 
effective the lst day of November, 1941. The main features 
of that reorganization may be outlined as follows: 

"(a) With respect to the Reserve Share Certificate 
account built up during the eleven preceding years and 
represented by reserve share certificates issued annually 
during that period, all such outstanding certificates were 
called in and a new certificate entitled Series 'A' Reserve 
Share Certificate was issued to each member in place of the 
former certificates held by him; a copy of such certificate 
is filed herewith. By agreement with the members, arrived 
at in general meeting, the Series 'A’ Reserve Share Certificate 


carry interest at 3 per cent on the outstanding balance 
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owing from time to time and are to be retired over a 
period of ten years from the said lst day of November, 
1941, 10 per cent of the total being redeemed each year. 
In order to provide a fund for the retirement of the 
Series ‘A’ Reserve Share Certificates the Association 
continues to make deductions from its members and Series 
'B' Reserve Share Certificates were and are being issued 
to cover annual deductions. These certificates carry no 
interest. In other words a revolving fund plan has been 
established on a ten-year basis with respect to Reserve 
Share Certificates. 

"(b) The total undistributed surplus accumulated 
during the previous eleven years and amounting, as of 
November 1, 1941, to approximately $20,000 was allocated 
among ee Members. Certificates called Series 
"A! Participation Certificates were issued to each member 
for his proportionate share in the accumulated pores 
And again by special resolution it was arranged that a 
new series of certificates called Series 'B! Participation 
Certificates were set up to represent the allocation of 
subsequent annual Surpluses. A copy of such certificate 
is filed herewith. The actual cash retained and represent- 
ed by the Series 'B’? Participation Certificates will be 
used for the purpose of retiring proportionately the 
Series 'at Participation Certificates and the bank loan, 
No interest is paid on any of these certificates. The 
result has been to establish a revolving fund with respect 
to allocation and distribution of surplus. 

"Since the reorganization effective November lst, 
1941, at the end of each fiscal year Series 'B! Reserve 
Share Certificates, representing deductions made under 


Clause 10 of the contract during the year and Series 'B! 


Pa aed 
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Participation Certificates Tepresenting the memberst 
interest in the annual surplus are distributed annually 
among the mombers, 

Nop te Dalarna sheet of the Association makes 
provision for the usual reserve for depreciation ana bad 
debts. For the fiscal year ending October Oi 440) ain 


amount of $2,282.27 is Shown as the undistributed surplus. 


account is calculated according to the scale of percent- 
ages allowed by the Income Tax authorities for properties 
of various kinds, 

"The reserve for bad debts is calculated annually 
On A Tair and Teasonable basis ana after due consideration 
CL aecounte receivable, 

"The amount carried forward ag Surplus is made up 
Of odd amounts remaining from year to year after allocation 
of participation Certailicates. Tt is not feasible to 
distribute Surplus earnings to the last dollar. The sum 
of $2,282.27 represents the amount remaining undistributed 
as of November 1, 1941, when Series 'A' Participation 
Certificates were issued and the amount remaining un- 
distributed each year since that date, 

"No attempt has been made to allocate the amounts 
carried forward to depreciation or bad debt reserves or 
aS undistributed Surplus. The Association assumes 
that these items are all subject to the provisions 0) Glie 
Memorandum of Association, -- that the interest of each 


member in the assets of the Association igs i the broportion 


Certificates bears to the total amount of such Certificatcs 


Outstanding from time to time, 
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Nis “The Association in relation to the Income War 


Tax Act and the Excess Profits! Tax fict. 
ee ren Or ita Mar act o> 


"l. From the foregoing it would appear: 

la) l That the namouaetaehy Sig One of farmers or 
dairymen, 

Doyle (itt care organized on a cooperative basis 
under the provisions of the Co-operntive Marketing Assoec- 
iations' Act of Alberta, 

Mioo. That ti thacke ac factor or agent only to market 
the produce delivered to it by its members. 

Pe Oe hist 49 tis obligated by contract to Day, GO “ie 
members the full Proceeds of the sale of such products, 
less only Operating expenses and necessary reserves, 

Pie Shes toes. tn fact allocate proportionately 
each year among its members the full proceeds of such Sales, 
less only Operating expenses and necessary reserves, 

U(POUThEt the yoLimesse business with non-members 
does not at any time or on any basis of calculation exceed 
LO ‘per COnteer thé business with members, 

"(g) Subject only to the small amount of preferred 
Shares outstanding the capital of the Association consists 
of non-interest bearing loan Capital made up of deductions 
from members! deliveries and payable within fifteen years, 
There is clearly no investment interest in the Association. 

"Por these reasons the Association has consistently 
maintained that it is exempt from taxation under the 
provisions of Section 4 (0) “of °the Pic ome War Tax Act. 

The Association further will protest any amendment to the 
Said Income War Tax 4€t which has as its purpose the 
taxation of cooperatives. The Association is oot to 
account to its members with Peepecy tO all money received 


from the sale of members' products and to pay to each his 
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proportionate share. There is therefore no profit to be 
taxed. | 

Ben It has been suggested that interest paid on 
capital stock may operate to do away with the exemption wh 
which this Association undoubtedly otherwise CUjOV Se. ic 
Stated above the margin between profits of sales and oper- 
ating expenses tepresents the amount of final payments due 
the producers. It is not profit in the usual sense of the 
word. Just why such sums should become profit because 
the Association pays $240 per year as interest to one 
hundred and twenty-two persons who have contributed $3, 425 
to assist the cooperative in getting started, is hard for 
the layman to understand. It is not a large amount to 
pay to retain the patronage of that number of Calgary 
householders. The same aidount in advertising could ace- 
omplish much less, [In any event the Association can goon 
remove this problem, if in fact it exists, by calling in 
these shares. The Association recolmends, however, that 
in any revision which may be made to said section 4 (p) 
it should be made clear that a cooperative may pay as an 
oxpense a reasonable rate of interest On capital cf this 
kind insofar as it is actually subscribed by members or 
patrons, 

"3. Being exempt from Ineome Tax the Association 
is also exempt from Excess Profits Tax. An examination 
of the operating results of the past five years does show 
that the volume of sales hag increased since the fiseal 
year ending 3lst October, 1938. The 48soctation will 
maintain, however, that such increased sales ag well as the 
increase in net Surplus since the end of that fiscal year 
is only partly the TOS, of the war . It is commonly 


Accepted now that the entire period from 1929 to the ena of 
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1938 wag One of depressed conditions in western Canada. 
Recovery commenced En E959. 6) Te as reasonable to expect 
that even if the war had not colmenced, the normal recovery 
in Canada, due prinarily to better prices for farn prod- 
ucts, would have resulted in greatly increased purchasing 
power among the people generally, and therefore, a consider- 
able increased volume of sales. Calgary is not the centre 
of any substantial number of war industries. The principal 
effect of the war insofar as this 48sociation is concerned 
is tobe found in the number of people coming to Calgary 

as members of the Armed Forees Serving in connection with 
military Carips and whatever sales may have been made by 
this Assceciation to any of the armed Calips or the military 
hospitals. An analysis of sales in the City vor Calgary 
Shows that for the year 1943, 11.3 per cent of total sales 
were made under arly contracts and 2.2 per’ Cent tothe 
Belcher Military Hospital. In 1944 the percentages were 
8.6 and 3.2 Tespectively. Having regard to the increase 

in wages and all items entering into operating costs the 
Association is of the opinion that increased net revenue 
available for distribution among embers has not been 
substantially increased by reason of the war. In any event 
the Association maintains that it is exempt from taxation 


under the provisions of the Excess Profits Tax Act, 


"VII. General, 
ee TOOL als 


"This submission has taxen the form of a factual 
statement only.” Ls purpose is to present to you the type 
of organization and the administrative methods evolved by 
One cooperative engaged in the Marketing of an important 
farm product. It is understood that the Co-operative Union 


Of Canada will in due course submit a4 brief dealing with the 
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social and idealogical aspects of the cooperative move- 
ment, as well as the more general arguments in support 
of the continued exemption of cooperatives under the 
Income War Tax Aet and the Excess Profits Tax Act. 

"With respect to these wider aspects of the cooper- 
ative movement, this Association contents itself with 
Saying: 

"1. That in common with many other cooperatives 
in western Canada it had its first origin in a protest 
On the part of farmers against the conditions under which 
their produce wag marketed, particularly under pioneer 
conditions and in a period of depression, 

"Ze It represents an attempt to replace the weakness 
Of individual effort with the strength of collective Sr lore, 

poe. The Competitive influence of this cooperative 
Within the Calgary milkshed has had a beneficial effect 
upon the marketing of all milk within that area, 

2 Phe intclligent interest Shown by members in 
all problems affecting the marketing of milk has led to a 
greater sense of confidence, which has done much to improve 
the relationship of producers and distributors in the area. 

"S. That same intelligent interest and understanding, 
and that sense of confidenee on the part of producers, that 
they are receiving the maximum avallable price for their 
Produce may well prove to be a steadying influence in the 
post-war years when, it ig probably inevitable, there will be 
Some adjustment in the price of farm products, 

"Dated at Calgary this 15th day of January, ADs: 1945. 

"Respectfully submitted, 

Co-operative Milk Company, 
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Documents filed with brief: 
(a) Copy of Memorandum ana Articles of Association 
(b) Copy of Marketing Agreement 
(ce) Copy of Members! Reserve Share Certificate 
a) Copyl oF Members! Participation Certificate 


(e) Statement containing analysis of operating 
results since 1929, 


eeoeoeoevreeeeeoenvneeesen 


The Commission adjourned until Tuesday, January 23, 


A020 24.0% 


Tuesday, 
January 25, 1945. 


The Commission met at 10 a. m. 


MR. PARKER: Before we continue with the witness 
who was on the stand last night, I should like to say that 
representatives of the southern Alberta section of the 
Canadian Automobile Wholesalers Association have handed 
tie ten copies of a short brief which they have requested 
that I take up with the Commission to see whether they can 
be heard in Calgary. They point out that owing to the 
illness of some company officials they were unable to get 
the brief prepared and filed before, and I told them that 
probably, if there were time before the end of the session, 
they would be heard, but that if they were not heard, some 
other arrangement would have to be made, 


THE CHAIRMAN: It will have to go: tothe, fTootsof sthe 


Tish. 


MR. PARKER: Yes, They can take note this morning 
if they are present; otherwise I will communicate with 


them. 
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Examination of R. V. Duffy continued: 


BY MR. PARKER: 

Q I have only a very few questions to ask you. 
At the very start of your brief I see you make this state-~- 
ent: "This Association is engaged primarily and mainly 
in the distribution of fluid milk and cream to consumers 
in the city of Calgary. The price of milk ana eream both 
to the producer and to the consumer is fixed by the Board 
of Public Utility Commissioners for the province of 
Alberta." Mea laeuete Kier 

Ge wo vou mean that there is a maximum to the 
consumer and a minimum to the producer, or is there a 
minimum to both? A. <A minimum to each, that is right. 
The price paid to the producer is the minimum Prices "that 
we can pay the producer; the price that we can charge our 
customers on the street is the mininum price we can charge. 

Q is there a maximum price? A. The maximum 
price is governed not by the Public Utilities Act but by 
the Wartime Prices and Trade Board, and has been since the 
war started. 

Q- At the end of that paragraph you’ say!" "Lt: is 
the object and policy of this association to return to the 
producer as much as possible of the margin allowed by the 
said board for distribution costs and at the same time to 
proeess or market on behalf of its members any surplus 
production not sold from delivery wagons.” “lt there Is a 
surplus you are not prohibited from POCUTNI Ne .2t- Go) she 
producers? A. No; that is right. 

Q» On page two, paragraph (3) you make this 


Statement: "After its incorporation the first step taken 
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7 by the association to provide distribution facilities was 


to purchase a small dairy in the Riverside district of 
Calgary known as the Independent Dairy, in which premises 
the business of the assceiati on wes Carried on for a few 
months until the present premises were acquired." Perhaps 
you will explain that. How dia the association secure the 
finances to make that final purchase? Ae I am not sure, 
Mr. Parker, how that came about. It was before Iy time, 
but I believe that is a small percentage. The organization 
members put up sufficient cash to make this purchase. 

Q- Fifteen per cent? A. ONG In this Gases Dy 
was an outright purchase, | 

Q» Have you any information as to how much was 
Pada ror i that Pour hiono Sir; "L°have not. 

Q- Would the books show it? A, It is shown 
partly. From what I could gather it would be in the 
neighbourhood of $7,000 but I could not follow it through 
in the early days of the Organization. 

Qe You attempted to do that? &. Yes. 

4+ But could not get the necessary information? 
A. No, 

Q- Did you consult the auditors? Ag Ll nave 
spoken to them about it, out there is a different set of 
auditors from those of the early days of the company, and 
at that particular time the records of the association were 
not very clear. That is before they were incorporated. The 
purchase was made actually before they were incorporated. 

Q- In the initial stages? A. Yes. 

+» And whether it was taken in the name of a group 
of individuals and later transferred to the association wa 
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Q. Is there anything to indicate in later years 
that, assuming you are correct, some individuals put up 
money on behalf of the anticipated association? A. Yes, 
| Q- Whether the association ever paid them back -- 
A. I presume they did. 
Q. Were there any records to indicate that? 
A» I would definitely say that would be paid back. 

Q- But are there any records to show it? Is there 
anything to show where the funds came from to reimburse 
those who put up the original money? 4. In this particular 
case 1t is possible that was their share of the fund that 
was started, and they got credit for it. 

Q- Perhaps is not very helpful to presume it unless 
you are in a position to stste it definitely, and you cannot 


State it definitely? Bie NOW 


2- Can you tell me whether that amount is reflected 
in any manner in your statements which you have filed? 
4. It is just possible, sir, that it is reflected in the 
reserve Share certificates issued to the members, 

2+ It is possible but you cannot say definitely 
whether it is so or not? A. No. 

Q- Or whether it just disappeared? A. It may have. 

Q» In paragraph four you say: "For many years the 
governments of this province have been interested in the 
Sound development of cooperative organizations and have 
given expression of their interest first by the appointment 
of a Supervisor of Cooperative Activities......" He is 
the gentlemen we heard yesterday? A. Yes. 

Qe "...,and secondly by financial assistance in 
acquiring facilities," In addition to the guarantees dealt 


with later on, does the provincial government give this 


association, along with others, any other financial assistance’ 
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Ae Not that I am aware of. 
Q- apart from the guarantees? <A. Apart from the 
guarantees. 

Q- On page three, in the latter part of paragraph 
six, after you have dealt with the application of ,loans to 
the extent of $112,000 with respect to this association and 
$77,000 odd with respect to the Southern Alberta Dairy Pool 
Ltd., you say: "This association provided that 15 per 
cent from its investments in the original Riverside property 
and from cash provided by its members." Will you explain 
that? What is the Riverside property -- the one we have 
been speaking of that you bought in the first instance? 
ao eee siy 

2° That was sold? A. Yes, 

Q. nd from the proceeds of that sale there was 
provided 15 per cent? A. Part of it. 

Q- How much was got from the Riverside property? 
ize I am not sure. 

Q- Would not the books show that? A. They were 
rather confused: at that date. That all took place about 
the time the company was organized. 

% The company was organized before they applied 
for the loan? A. It all took place about that time. 

Q- You cannot tell us what was paid from the sale 
of the Riverside property? It formed part of the 15 per 
Genre "sr, ° Vos, 

Q- How was the balance of the 15 per cent provided? 
Will you explain this paragraph. & The members in those 
days had very little cash. They went to the Royal Bank of 
Canada and borrowed $23,000 and it would be $23,000 less the 


amount of the Riverside property, 


Q@- That is 15 per cent? <A. Yes, This money that 
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was borrowed was turned: Over to the company. 


Q» Borrowed on their individual guarantee? A, Yes, 


and turned over to the company. 


%- On what terms? A. On the basis of their 
capital interest in the company at that time, 

Qe On the basis of the.borrowers! capital inter- 
est in the company? A. These members had to put up 15 
per cent in order to get 85 per cent to start the company. 

Q- Not each member but the aggregate of the members? 
Ae Yes. They had to put up 15 per eent of the original 
purchase price or cost of this company an@ that is the way 
obey did it. They did not have mohey but borrowed it, 

Q« and turned it over to the company, and what did 
they get as evidence that they had loaned the money to the 
Company? What assurance was there that it would be paid 
back some day, or was it a Straight gift? 4. As far ag 
the moneys turned Over to the colipany are coneerned it was, 
you might say, loaned to the company without interest, 

Q- Was any document issued evidenod ne the; doen: =— 

a certificate or promissory note or some kind of document? 

4e To this extent. The association at that time agreed with 
these members that they would deduct from their shipments 

of milk e certain amount for the retirement of these 

Members’ notes at the bank, 

Q- That would De. sos to Speak, paying off their 
own loan? 4. Yes, paying off their own loan at the bank, 
and that is the way the members' interest in the comp any 
was recognized. The association made the deduction from the 
farmers! Shipment. 

Q- The same farmers who had borrowed mnoney from 
the bank and handed it to the association? &. Yes, It wag 


credited to their notes at the bank and the association in 
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turn issued reserve Share certificates. 

Q- That is what I was getting at. So that is how 
it was done? They had reserve share certificates issued to 
cover the money? <A. Yes. 

Q- That is all shown in the records of the company? 
As. Yess. 

Q- You are not guessing at that? <A. No. 


Q. That is how that 15 per cent was arranged? 


Qe That was a joint operating in the first inst- 
ance with the other company and later on the two properties 
were divided? A. The two companies were jointly connected, 
Q- In paragraph seven you say: ‘The land and 
facilities acquired in the manner above outlined were first 
held jointly by the said two associations....." 
A. That is correct; the operations, however, are distincw!y 
separate. 
Q- But as far as finaneing is concerned? A. Yes, 
Q. To use an expression that was employed before, 
were there any interlocking directorates or interests as 
between the two associations? Were they two entirely 
separate groups, or did they interlock in some way? 
A. They were interlocking in this way. Hach association 
had its own Board of Directors responsible to its own 
members only, but from the two boards of directors there 
was set up a management committee and that management 
committee dealt with problems affecting the two organizations. 
Q- Where they had common property? A. Yes, 
Q- Were the members entirely separate? 
A. Absolutely. 
Q- No individual was a member of both associations? 


A. No; it was impossible. That would be impossible; they 
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were under contract. 

Q- At the inception of this company, when these 
producers commenced to deliver milk, it was agreed that 
certain deductions would be made. Was that in the terms 
of a written producer's agreement? Ae Yes, the marketing 
agreement. 

Q- Have you attached a copy of that agreement? 

Q- Js that the same agreement as before? <A. No. 
It was revised in 1942 when we changed the name to the Co- 
operative Milk Company. There were Only two or three 
changes throughout the agreement. 

Q- The agreement that you have attached is the one 
presently In forts? “A. Yes. 

Q- Modified slightly from the form of agreement 
originally used at the time this transaction took place of 
which we were speaking? A. Yes, 

Q2- That fundamental point, namely, permission to 
deduct a certain amount was in both agreements? A, Yes, 
it was in, but the amount was changed. 

2- On page three you mention an amount of $112,000? 
A. Yes. ! 

Q- That was in what Year? ust \Ofo 4 

Q- And between 1929 ana 1944, the date of which 
this brief Speaks, you sayt “It may be noted here that this 
guaranteed loan made by the Royal Bank of Canada has been 
reduced from the original amount of $112,000." It was 
reduced from $112,000 in 1929 to $24,000 as at October ol, 
1944? A. Yes, 

%- So that in a period of fifteen years this 
company has improved its position to that extent? 


Ae Yes; that is right. 
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Qe And that money was raised for the retirement 
of that bank loan by these deductions? A. By the deduct- 
ijons and by surpluses from year to year, 

Q- It was not only by deductions? A. Not 
entirely. | 

2+ About how much would the reduction amount to, 
approximately, as provided by the deductions? A. In the 
first eleven years there was a little over $40,000 and 
Since 1942 there would be $8,000 or $9,000; about $50 ,000 
approximately. 

Q- I am a little confused there. By deductions 
you mean amounts which the producers agreed should be held 
back, being a part of the minimum fixed by the Public 
Utilities Board? It was just a part of the general proceeds 
of sales? A. Certainly a part of the proceeds. 

Q- What was the origin of the surpluses? Does 
not that also come under deductions? A. What is that 
question? 

Q2- I understood you to Say that this amount 
| provided to pay off the bank loan came from two sources -- 

Partly from deductions and partly from surpluses. 
A. Yes, that is right. 

Q+ I am asking you now where the surpluses came 
from, if they were not in the first instance part of these 
same deductions. Am TI right or wrong? A, I think you are 
wrong. 

Qe Explain the difference. What are the surpluses? 
What was their origin? A. The deduction which the shipper 
under the contract authorized us to make is represented by 


reserve share certificates On the balance sheet. They 


authorized that through our marketing agreement. 
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+ Specifically earmarked to be used for the re- 
duction of the loan? A. That is right, and we will come 
to it later on as the revolving fund. Surpluses that were 
made were also used. 

| Q- I am asking you how the Surpluses arose in the 
first instance, A. That was the difference between 
the price we had to pay our producers by order of the 
Utilities Board and the net that we received from the sale 
of that product. That was the surplus that accumulated 
On our balance sheet for the first eleven years of the 
company. 

Q- We might call it the earnings of the corporation? 
Me thet 1S Tien. 

4+ But under the terms of the agreement those 
earnings were bound to be returned to the producers -- or 
were they not? A. That is true. 

4 But instead of being returned to the producers 
according to the terms of the agreement it was used -~ I 
presume with their consent later -- to assist in retiring 
the loan? A. There were no provisions made in the early 
agreement as to when and how these earnings were to be 
given back. 

Q- Was there a definite obligation to give them 
back at any time? Ae Yes. 

Q- But no specific time? A, It was in the dis- 
cretion of the directors. 

Q- The directors, in the exercise of that discretion, 
without consulting the members or after consulting them, 
as the case may be, decided at some future date to use 
zy vd 3 assisting to retire the bank loan? A. That ds 
right. 


Q- Let us pass on. -Let ug take the paragraph at 
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the bottom of page three where you say: "The association 
is empowered to act as factor and agent....." and you 
quote the Act and a number of powers from your charter. 
A. Yes. 

Q.- On what basis do you pick out those particular 
items for emphasis before this Commission? Why did you 
omit the others from your brief? A. I presume -- 

Q- Don't presume. A. JI think the reason is 
this. They outline the things we can do under our memorand- 
um and articles, 

Q- First you say that the association has power 
to act as factor and agent. Is there not a provision in 
your charter under which this association has, equally, 
power to buy and sell outright as well as to do business 
as factor and agent? Ae According to my understanding 
10 is there. 


Q. There is no question about it, is there? 


w 


> 
e 


t would definitely say there is no question. 

Q- «And if you read all the powers conferred upon 
the association they sound -- they do to me at any rate -- 
very much like the ordinary powers set forth in any 
Companies Act. 4. That is possible, 

Q- They have exceedingly wide powers to do almost 
anything? 4. That is right. 

Q- And particularly the one I mentioned, the power 
to buy and sell outright. Has this company, at any time 
in its history, bought and Sold materials of its own? 

&. Yes, I believe we have. 

Q- In any considerable quantity? A. Not on the 

percentage of total sales, 


Q. I did not ask that. Was it much, or was it 
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only “chicken Teen" 4s oO use 4 Slang expression. A. We 
had one very bad experience. 

2+ A considerable amount? 4. Yes. 

Q- Was that a profitable transaction? A. In 
this particular case, no. 

THE CHAIRMAN: What was the purposs of it? 

THE WITNESS: It was branching out in the soft 
drink business, 

BY MR. PARKER: 

Qe Perhaps you should have tried hard drinks; the 
result might have been different. But what was the idea of 
branching out? j thought the primary purpose of this assoc- 
jation, and of others like it, was the cooperative idea. 
What happened that made you take that venture -- do you 
romember?) A. Noisir.e -f would not want to venture any 
Opinion on that, 

%- I am not asking you for an opinion, but if you 
know, you might tell me what were the underlying facts at 
that time which induced the company to do such a thing. 

I would be glad if you would tell us, A. I don't know the 
reason, 

Q- Was it because you were having hard times and you 
thought this was a chance to make a doer Compl tne 
company out of a hole? A That could be a good answer. 

2+ I know it could be, but is it the right answer? 
Ae I would Say perhaps, no. Oh well, I will say it is, 

Q I don't want you to say it is just to get rid 
of me. If you know that is the reason I do not see any harm 
in saying so, Ae I am not familiar with the facts ag they 
were at that time. 

Q2- Is there anyone here representing the comp any 


who could answer that question? A. I doubt it. 
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% Is there anyone in Calgary who can answer it? 
Who was the guiding hand at that time? Who can answer 
that question? A. My President is in Edmonton. 

%. -There is no doubt that was the reason; it was 
an attempt to improve the affairs of the company? 

4. We had better call it that. 

THE CHAIRMAN: Was that the Only instance in which 
you departed from your general policy? 

THE WITNESS: Yes. 

BY MR. PARKER: 

Q- «and had this been a Successful speculation you 
might have gone further. Now let us take page four of the 
brief, paragraph (a) near the top of the page: "The 
Memorandum of association provides that the interest of each 
member in the assets of the association shall be in the pro- 
portion which his holdings of reserve share certificates and 
participation certificates bear to the total reserve share 
certificates and participation certificates outstanding 
from time to time." Was that paragraph drafted by you or 
by the auditor or by the solicitor? ie THAt: VS. bacen 
right from our memorandum. 

Q.- Do you know who drafted the memorandum of 
association or whether there is a statutory form prescribed? 
fa 1D am ion sure 5 

Q» The memorandum of association here refers to 
the interests of each member, "In the assets of the association! 
Is it your understanding that this association has substantial 
assets? fe Yes; they have physical assets, 

Q- You appreciate what I am saying? Don't say 
anything you don't understand. Do you understand that the 


association has owned assets of its Own, quite separate and 
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distinct and apart from what the members have? 
ae Ole HO, “ios 

Q. What you understand is that the phrase "assets 
of the association" means certain assets which the assoc- 
iation holds in trust for the members? A. It could be 
that way. 

Q- The language used in your charter is what is 
before us all. It treats the company as a separate legal 
entity the same as any other company. It speaks of its 
assets and what it shall do with its earnings, and uses all 
wnat gort’ of phraseology. Someone will say that the company 
is nothing but an aggregation of members, How do you under- 
Stand it? A. I understand it this Waya -Allythe-assets 
are owned entirely by our members, Now there may be some 
portion of our physical assets not allocated to the indiv- 
idual member, and this gives the member the equity of that 
undivided asset. 

Qe Can he come in any day of the week he wants to 
and say, "I want my share in it"? re \ for 

Q. He has to CSependy finest onthe judgment of 
the directors, and they in turn have to act according as 
the shareholders -- the majority of ‘them ~-\4n meeting duly 
assembled declare? A. Yes. 

Q. Is that any different from the way the ordinary 
Shareholder gets the Advantage of his share of the assets 
of a company? A. That depends, In a limited company, 
the bondholders -- 

Q- Pardon me; I am not talking about bondholders. 
4&. The preferred Shares, then; any undivided assets might 
go to the common shareholder and the preferred shareholders, 

Q2- Suppose there igs only one class of shareholders? 


They would be in the same position as the members of this 


won ae if 


a . i . : i ? x ’ Al Me : ' 
a A pS a ae 
eS ae oa 
- if IF sy “ 


: 
} ' * - 4 
? . af f P cs 7 : 7 7 Fas Es 
a” —aidir ee ir) uy 4 a4 hi bese tess pen ar re ra a eee oe 
ae hel ein ts ‘ meal re ; 2 a car Fade toe th 


‘a Baa 


_ Bt tide at, admis a nt ‘vou ipileten ants Le wi 
> fags Steneser w. ffs ees edit etaons oe tke 50 —— aes 


Bah: to able sie ot seam seddo enn “ee eile, ent yom 
ils. Sabu pas, eylaaesak wsbw on. bundie. St) dene Doss pieeen 
E Meo apse add, eon PF Ph.bve sang ; + godeate wig 1 $898, Seif "4 
J a ee egodm. bn ugh sanetepe ne dud ain beta ya 

Sh ss os ith aqbe ede of bas tenet isk SSE. bile iB” 
oy ROS, id di ereihowel  .amedhines. i) we viorkeas Sanwe ‘ei 


ra bb it eit oy Go76-00 fha ee noes 2-280 Isolevag. we ® 1619200" 


ee ee i nG..N Ne Hine 2 ad scandy eas aovi ‘2 aise Ans , tas dmai alts 7 4 
CP BJdnaw of Aown athe Ys mah oe AE eas od GBD WB ey. 
bs, foe Tat ws stad vwe-daew 1" «yee ane 
1, tussle, etd no ydauLs 4. hee gat. Ot ane elt. eb aa 
ge quritiesss ton of ved asad Bh eee be acoeneil oie - 
Me ghbiecm al rm went fo. ite lout sole. are exeblode sete od 
Oe oe Bas . ity Or ae Apteloch baldgeses 


wagneh to end -Yew. edd moth gnsueTi th Yue. tere we.. 
fs rhe bie. moa tweet et 


squin-eid to onadgqav hs. ohe oaee sob Lodemsie. 
7 weeenmnes hetinftl « oL PNROGEh tert oe oO » Toagiog, 6 “to 
eset Mia * a serge F, cee En . - wer he . ' 7 - / : a 


3 ar 4 Needtggeen tier ern ae? fe SLonbeog, eri 


Peres a. 4 bere a ee or ed ie ree ae ae ee 
3 4 . Re : 
Fs f pe — FF ‘ive 
; ° m od be ry. =v ‘ s 4 es : = fr 
iereSicsbood IbSG Ss w “Ven a. Byway “FUL ne 4e eae sau. ee) wee 
- . Hee > AW ) 


| at) 
7. See asp GBR; ine. Reh DAE DERE ‘ Nant So SB ite a alae, zi sae 


ai ebep ogee ah? 


ae 


or, ie i“ ~ a = , q - 
GAL Gea, Skee 


ae 

feet 
al isi 

Ee ee 


feted letiecunive, oe mpe Ga. pp, wigoe, pts somiit pales = ; By te. 


foley woe nS Rovere} hk le + ae pivow Neat © 


Band ho: Bea hee BE 


at ee i Be Ps SD Nie. a Dye Lov) 
Ve 4 - 
al * e, foel Sea i vet Se ree sh Si “ 
BCBS ig eee eye eet a a Oia Oe ke fe fats aie eet if 
te ett ra 2 iH 


Zn ay ” 


ty OS a e 
yh ry weet 


B-589 


-589- Mr. Duffy 


company. As far ag you are concerned you can see no diff- 
erence from the Standpoint of the assets of the company? 
Are you reasonably fahs'04 of with the Set-up of an Ordinary 
limited company? LNs Pearl ys-so < 

Q- You are not Speaking as one who hag no knowledge 
at all. You have a reasonable understanding of the differ- 
ence between the two types of company? A. Yeg, 

Q- And that is YOUriviLeWe UOw, Piye ged) 

2. Take Paragraph (da) under (2) >On BHS same page -- page 
Our, You Pavia’ suthority Ve given the association to 
Make certain deductions from the proceeds of the sale of 
the members! milk or cream for capital or other purposes of 
the association.” Let us suppose that is done and certain 
deductions are made for these Purposes, specified Por 
capital .— working capital, Ae Working capital could be 
One of them, 

2° Or capital to enlarge plant? A, Or reducing 
outstanding liabilities, 

Qe In fact, almost any purpose which the directors 
may deem fit? a, Yes, 

Q- That being so, you go on to say that, having 
made these deductions ang used them for these purposes, it 
is not a gift by members to anyone; they still retain an 
interest of some Sort in it, and to evidence that interest 
the company issues these certificates? &< That iis Tight. 

Q. And there are two kinds issued. You deal with 
them. There are two types of certificates: one you call 
Teserve share certificates and the other participation 
certificates. What is the difference in essence between the 
two? Before you start to answer aL ea help you to this 


extent. They both Tepresent, do they not, or they both 
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constitute I waGd rather say, evidence that certain 
portions of these deductions Shall, under certain ecir- 
cumstances, be repaid to the respective producers? 

4. That is right, that part. 

4 Then why is it necessary in the set-up, and 
what purpose does it serve to have two types of these cert- 
ificates -- because as I understand it, though I may be 
wrong, the surplus represented by the proceeds is really 
@ part of the deduction? Hel Noy nos 

Reha 2S not? . A. iNo, altogether different. 

Q- That is what I want to get at. The reserve 


Share certificates Tepresent deductions? 4A. The deductions 


only. 


Q. The participation certificates represent the 
producers! share of the earnings of the association? 
ile YOS.e 

Q- Does this association make earnings? Waa) Ness 

Q. Does it make a profit? A. We will call it 
earnings. 

Q- Don't agree merely for the Sake of getting on 
With the. stopy... Ko. We Wa Ld Geatd 22 earnings. 

Q- Why do you eall it earnings? A. Because it is 
Savings we Mae for our members in that margin of spread 
allowed us by the Utility Board to handle ana sell milk 
in the city of Calgary. 

Qe You use two expressions; these earnings are 
Savings, you say. Would it be equally true to say that 
these savings are earnings? A. In my opinion they are 
the same, earnings and Savings. 

Q- In what way do these terms -- or either of them --s 


differ from profits? Would it be correet to refer to them as 


profits? A. I think it would. 
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je Have you a clear idea in your mind as to what 
that word profits means? Have FOU Studied 1%? © would 
be prepared to say no. 

%-« You are unable to distinguish them. You have .- 
the same idea in mind when you use the word earnings and 
the word savings in dealing with this matter? Whatever 
they mean, they mean the same things? Aw!) Yess. tome 
they do. 

- Have you talked that voint over with any of 
your cooperative associates or friends? Do you know 
whether that view is held by others? Is it a common 
View? 4. I have not discussed this with others. 

THE CHAIRMAN: Nor have you read the decisions of 
the House of Lords. 

THE WITNESS: No, I have not followea that. 

BY MR. PARKER: 

Qe Anyway, that is the way this company works, 
and that is what these two sets of certificates indicate? 
fee oak. ise ri eht. 

2. Your company has no share CapLtaIy ha eG), 

Q- Never had? fie No. 

Q. There were two series of these reserve share 
certificates? fie Yes. 

Q- The first series were called in? Ao Yess 

Q. The first series are paid off or being paid 
off through the revolving plan? A. Yes. 

Q- Is this the one you have attached to your 
brief? A. That is series "A", 

Q- That is the one that was called in? 

A. That is the one issued to cover the ones called in. 

Q- Speaking of the first issue, were they interest- 


bearing certificates? A. At the time these original 
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Shares were issued, -- well, perhaps I shoula Say there were 
eleven certificates issued the first aieuen years. These 
were called in in 1942, effective November 1, 1941. These 
were called in and cancelled and replaced by reserve share 
certificates, series A, and that series A is the One held 
by our members at the present time. 

Q- Were the series issued later Called in? Were 
those interest-bearing certificates? AS: * NG. 

Q- The series A now outstanding are interest- 
bearing. Why? A. That came about in this way. We put 
the company at that time on the revolving fund basis and a 
few of our older members were leaving the company about 
that time. There was no provision in the old memorandum 
for marketing agreement giving a brief and clear-cut cut- 
off when they discontinued doing business, 

Q- What do you mean by that? If a member wanted 
to retire, there was no clear-cut provision whereby he could 
get his share? ByeeLes, “ln he reorganization it was de- 
cided to set up a System whereby a man could quit at any 
time and know exactly what his interest in the association 
was at the time, 

Q- And so that he could not only know what ‘it was 
but get it? Ae Yes, 

Q- And get it as a matter of right, or depending 
upon whether the directors thought that he shoulda get it? 
A. The contract clearly states how that man can quit the 
business, 

Q- Was it at the discretion of the directors or was 
it an absolute right given to him? & I believe that 
in our marketing agreement he has full right, 

Q- That is the agreement attached Berot* Tht (i Gig, 


we Will see it. At any rate, that is how these two series 
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were issued? A. Yes, and it was decided then to be- 
5 per cent. 

Q- Why? i. These members felt that they had 
carried the burden a long time, eleven years. 

Q- What burden? Ae Of supplying money to 
Start ns company off % 

Q. That raises in my mind a question as to why men 
were willing to loan large sums of money for years and years 
without interest. It seems contrary to human nature as I 
understand it. That is not the common practice and I suge- 
est to you that although, in form, they lent money without 
interest, in fact and in substance they did not. They got 
something back for the use of the money, something that is 
very valuable. They got it back under the guise, I would 
Say, of an increase price in the case of the producer on 
a lower price in the case of the consumer. What do you 
think of that? a So far as earnings are concerned, 
oe Cll VOU are right. 

He 00 “here iss bite ofa fallacy theman the 
contention that these men have been lending money to the 
association without interest, if you get behind the form 
and get to the substance of the thing. Do you agree with 
that? A. No. 

Q- Let us have a word about participation certific- 
ates. That, you say, represents the producer's interest 
in the earnings of the company, which we have already dealt 
with. Does that bear interest? hs ONO'S 

Q» Why did the company make a distinction ana allow 
interest °f one and not on the other? 4. I don't know 
the reason for it. They just agreed not to pay interest. 


Q. These earnings belong to the producers, Are 


they allocated to them at the end of the year? Ae Yes, 
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Q- That is equivalent to a loan? A. They are 
not the same. 

a» They are equivalent to leaving money in the 
hands of the company for future piace. and it is money 
which really belongs to the producer and he leaves Lo ain 
this case without interest. In fairness or in logic, 
why should there be any difference? Do you see any? 

A. Perhaps I can't see any particular reason for it other 
than the fact that perhaps they did not have the money to 
Pay 10s 

Q- What became of it? A. Perhaps they did not 
have the money to pay the additional interest. 

Q Are these participating certificates negotiable? 
ae NOS 

Q- Are the reserve share certificates negotiable? 
A. No. 

2- What happens in case a man dies? A. We have 
that quite often. 

Q- Perhaps it is dealt with in the documents. Has 
his estate the right, upon his death, to come and get paid 
off just as they would cash in a life insurance policy? 

A. No. It could perhaps be got on application. They are 
entitled to a transfer in any case to the estate and they 
could make application to the Board of Directors and at 
their discretion they could secure them, 

Q- Have they the same right they would have in the 
case of an insurance company? If aman had a policy’ for 
the benefit of his family they could get the money. It is 
not a matter in the discretion of the directors. If they 
do not pay it they can be sued. That is not so in the 


case of this transaction. They are dependent, are they 


not, upon the discretion of the directors? A. Yes. 
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Qe That is so both upon the individual's retirement 
in life and upon his death, so far as his estate is con- 
cerned? Ae Yes. 

BY MR. ARNASON: 

Qe What is the practice followed by the directors 
in paying out interest in the case of a deceased member? 

Is it the practice to do so as soon as the estate is 
Settled? What is. the practice, regardless of discretion 

On the part of the directors? Ae I think there were four 
cases. Two of them left the interest in and it will revolve 
out in the ten-year period; in the other two cases they 

were redeemed for cash. 

Q- and that was done at the request of the executors 
of the estate? his by eS ey 

BY MR PARKERS 

Q.Turn to page six. Dealing with preferred shares 
you say: "The association for some time past has been 
financially able to redeem all these sheres still out- 
Standing but has preferred not to do So, believing that the 
business of the association is promoted by, bhe Dect that the 
Said shares are held by patrons." Where did you get the 
money to pay the interest on those shares? Ae 'Uutece 
earnings. 

Q- Out of the company's earnings. Ae Yes. 

2. lt is true then that the amount covered by the 
Share certificates does not represent all the earnings of 
the company. It is only surplus earnings after paying over- 
head and interest on preferred shares? &. Yes. 

Q- You mention public utilities again and business 
methods. You say that the Board of Public Utility 
Commissioners "is now empowered to fix prices paid to the 


producer as well as paid by the consumer in the said Orey. 
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Do you mean minimum prices or actual prices? 
‘ie Minimum prices. 

Does the Board of Public Utility Commissioners 
ago Tix the price for the non-cooperatives? <A. In the 
controlled areas, yes. 

Q» What are they? A. The control that the Utility 
Board exercises at Calgary is in a certain area, 

Q That is the area in which your company operates? 
Bee Tass | 

Q- Are there private companies in that area? A. Yes, 

Q» The Public Utilities Board fixes their price? 

A. <All prices. 

Q- Both producer and consumer. It is fixed by the 
Board for your company as for the private company? Does 
mou Gnab result, in the final analysis, in giving your 
producers a price for their milk greater than that fixed 
by the Public Utilities Board? | A. Yes, 

OQ. ow ido you explain that? A. Because the 
Public Utilities Board only fixes minimum prices. They 
don't say I cannot give them a dollar more. 

Q. How many subsidiaries does your company control? 
A. None, 

Q- Never has? A. Well, we had that subsidiary I 
was telling you about. 

Qe it is not in the picture now? A. No. 

Q- At the bottom of the same page you say; "When 
delivering milk to consumers in the Calgary district it 
was found desirable to supply butter as a convenience tec 
its patrons." . This company Started as a milk dealer. 

That was its primary purpose? A. ~ Yes. 
Q- And because it was convenient and you had ample 


bower under the charter to branch out by going into the 
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butter business you were enabled to pay a better price for 
MLL? Ae No; I would not say so. 

Cap a Ovher words, you thought that by going into 
the butter business as a new >ranch you could make a dollar? 
Aw  NX6e,, bet. is richt.. 

Q- And you have succeeded in making something? 

A. That is right. 

Q- And I suppose if it became desirable to go into 
the making of cheese you would do that? ay abet. as 
rients 

Q- &nd if it became desirable to manufacture machin-~ 
ery for the making of cheese you go into that for the benef- 
it of the milk producer? A. Oh, I don't know. 

Oo, LYOu- would not go that far? . A. tL would not ge 
as far as machinery. 

Q. Will you turn to page eight dealing with another 
loan when you applied to the provincial government for a 
Special loan? Ae That is, true. 

Qe Perhaps I misunderstood you before, but I under- 
stood that the only government assistance this company ever 
got was the original loan guarantee. But there was this 
additional loan? Cue Sk 

Q. How does that come about? Were you having hard 
sledding at that time? As..Very hard. 

Q. And the government came to your assistance? 

Ae  YOSs 

Q- Do you know of any independents at that time who 
were eects hard sledding, or were they all having it? 

A. At that particular time, I am not aware: what the 
Situation was in Calgary. 
Q@-» When was this loan? A. lt was 1929-30 when 


this company was getting started, 
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 %¥ Right at the start? A. Right at the start of 
the company. 

Q.- Do you know of any loans made on the same basis 
to independents? .A. From this fund? I believe there 
were several loans made from this fund. 

Q.¢* Perhaps LT: don’t understand this: / Phe provincial 
zovernment came to the assistance of ne association, you 
say, with a loan of $14,500 from a fund known as the Wheat 
pPOsra surp lie fund. Whet as. that? AS = This: was ea: Tund 
set up from the surplus left over from the old Wheat Board 
after the first Great War. It was set up and allotted to 
Une ditrerent provinces in the west, the grain provinces, 
and in the case of Alberta, 1 believe, if my memory serves 
me rightly, it was set up for the purpose of promoting 
cooperative endeavours. 

Oe ine only reason L mention it is ‘that, this company 
sot some provincial government assistance in time of stress 
when it needed assistance. It got thet seas dane 
A. Yes. 

Q. And you have since paid that loan back except 
for $4,500, and to raise the money to pay it back you used 
the earnings of the company. Is that a fair way to state 
nies A. Yes. 

Q- Now will you turn to your balance sheet. I hope 
you will bear with me if I ask you questions you don't 
understand because the explanation may likely be that I 
don't understand what I want. You have set out certain 
facts there and it takes two sheets to cover the period? 
Ai. Yose 

Q- AS to the current assets of this association, the 
figures speak for themselves. At the end of 1930 you have 


so much and they go up and down. There are variations 
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right up to date, the net result being that at October 31 
1930 they stand at $25,000 and in 1944 at $60,000. Is ee 
right? That is an increase in the company's assets over 
that period? A. Current assets, yes. 

Q. That is, the current assets in 1944 were $60,000? 
ie Yes, 

¥- In the second line you are Supposed to give 
Plant and equipment at cost. What bothers me there is that 
the plant and equipment as cost in 1930 wag pl45,000 where- 
as in 1942 it has gone down to $92,000. Ao Less 
depreciation, 

THE CHATRMAN; 1944, 

BY MR. PARKER: 

Ye 1944, IT should say, It is $92,000. A. Yes, less 
“epreciation, 

ee Ghat 8 true picture -- that the assets of this 
company are in fact worth less in 1944 than in 1930? 
4. Because we have deducted depreciation reserve every 
Veal trom 1930 to 1944, 

MR. NASH: You say it is at cost? 

THE WITNESS: At cost less depreciation. 

BY MR. PARKER: 

De, Boe Youiun 2 position to tell me what basis of 
depreciation you have been using for these years? You 
have depreciation reserve carried down each your? oul... “Yea. 

Q- In 1930, $9,207. How was that arrived at? 
&. Depreciation? 

0. Yos. a. We have allocated depreciation 
expense, 

Qe That is not what we have here. The reason I am 
asking is because Mr. Nash, who is advising me on these 


things, says that this is not quite complete. Perhaps you 
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can tell me on what basis you calculated your depreciation. 
because it varies. i. It varies on a percentage basis 
on all the various equipment, whether it is horses, land, 
buildings and so forth, from 3 per cent upwards, 
2+ 1s your auditor present? Mp Cees 
Q I suggest that in dealing with the balance sheet 
you and your euditor might get together with my auditor 
and if there is anything that is not clear to us we can 
get it later in the day. That would save a good deal of 
time, ie (LeSe 
BY MR. NADEAU: 
Qe Would it be possible to have a copy of the early 
marketing contract? ie (Seow i oan supply wnat, 
o. Could we also have copies of all your share cert- 
ificates series A and series B? 
BAC OM 0 PARKER 
Q.. That is the two sets called in? rite G 
possible that I may have the cancelled ones. 
BY MR. NADEAU: 
Q» tI would like to have those also, if possible. 
Ret test will supply that. 
Q. Have you any agreement with the Southern alberta 
Dairy Pool regarding the disposal of your milk surplus? 
4 No; there ig no agreement on that. 
Q- On what basis do you deal with the Southern 
Dairy Pool? ia) ts Vere s from time too tine, «The 
surplus that we might separate into fat and sell to them 
would be at the current market price plus a small commiss- 
ion allowed for handling. 
BY MR, ARNASON: 
Q- In connection with the variation in the current 


assets from year to year, some of that variation would be 
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due to the varying amount of stocks you have on hand such 
as butter? Dir! ooh si 

Q. At the end of each year? Ke, 188 

BY MR. PARKER: 

Q» Will you be good enough to meet Mr. Nash with 
your auditor and give him any information you have later 
in the day and we might have one or two questions to clarify 
it. At, Yess 

BY MR. VAUGHAN: 

Q- There seems to be a difference between the terms 
used in the memorandum of association and those in the 
agreements. In one case you are said to buy and seil and 
in the other you are described as agent or factor. What 
explanation is there of that? A. Iam afraid I cannot 
answer that question. 

THE CHAIRMAN: What do you understand by agent and 
Pacwor’? 

THE WITNESS: We are acting as agent for our members, 
that is, the association. We are acting as the factor 
imucarrying out their business. _That is my interpretation 
but I may be wrong. 

BY IMR, “ELEOTe: 

Q.- These deductions for which your company issues 
certificates are now usable at the discretion of the Board 
of Directors, pretty largely for any purposes within the 
company's charter. Ae, Yes. 

Q- And need not be returned for ten or fifteen years. 
Do you attach great importance to that circumstance? 

A. At the present time, yes, Mr. Elliott. We are trying 
to revolve ourselves on a ten-year basise My object is 
to reduce it as fast as possible to a smaller cycle to 


take care of members who are perhaps retiring. 
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Q- What I was getting at was this: Would you con- 
Sider that your position was ag strong if, instead of 
having these funds, you had strictly a loan repayable as 
of a certain date to the members? Would you consider 
your position in that case would be ag strong as under the 
present set-up? Ae No. I think our present set-up is 
stronger. 

Q- Would you give an opinion on that? A. I would 
not like tovgive an opinion, 

BY MR. VAUGHAN: 

Q.« In this agreement the reserve share certificate 
has no face value. What was the purpose of having no face 
value? A. I am not sure how that came to be there, * 

fe (tis Suistieesb Dank . & You mean the certificate 
is blank? 

Q Yes. A. No. We fill it out; it shows on the 
certificate the amount. 

BY MR« PARKERS 

Q- Is there an amount filled in? These are blank 
forms. A» We fill im the form showing the amount of the 
deduction. 

BY MR. VAUGHAN: 

Q ls the value fixed at Mavuruy “or ab the time the 
certificate is issued? &e it the time the certificate is 
issued. 

Q« That is the value which is paid back. When it 
comes due that is what is paid? A, Yes, 
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CHRISTIN TOPPENBERG, 
Manager, 
Southern /lberta Dairy Pool Limited, 
having been duly sworn testified 
as follows: 
Da Wks FRehas 
Q- What position do you occupy? fi. I am manager 
of the company. 
Q- How long have you been manager? tie Since the 
Pail OL. 1937 ¢ 
Q- Prior to becoming manager, were you associated 
with the company? 4. For a short time I was plant super- 
intendent for a few months. I came previously from the 
Central Alberta Dairy Pool. 
Q. What business were you engaged in prior to that? 
A. Creamery. 
Q. You have been in that business all your life? 
ae Ever sinee I was fifteen years of age. 
Q>), (OU are reasonably familiar with it) 4... 7 
should be by now. 
Q» I believe you have some information to zive to 
the Commission?- A. Yes, IL have-a brief. 
Oe Wi BL vou. Tread ity 
THE WITNESS: it neads. as follows: 


"Introduction 

"This Association is engaged primarily and mainly in 
the manufacture of butter from cream delivered to it by 
its members and the sale and distvibution thereof. Three 
years ago the Association commenced to pasteurize and 
Market honey produced in the province. Honey producers 
desiring to market their honey through the Association 


were permitted to become members, This business shows 
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promise of an increasing volume. 

"Cooperative marketing of milk and cream products 
was organized throughout the province 2t about the same 
time in three zones as outlined in brief submitted by 
Northern Alberta Dairy Pool Limited, 

"History ‘and Organization 

"(1) During the early part of fugust, 1928, meetings 
of the members of the Calgary District Dairy Producers 
association and the Huxley-Grainger Dairymen's Association 
were held at Calgary. These meetings appear to have been 
attended also by the Honourable George Hoadley, Minister 
of agriculture and Mr. Malin, the then Supervisor of co- 
Operatives. ss a result of these meetings it was decided 
to form the Southern Alberta Dairy Pool Limited to take over 
the business of the said two above named associations. 

"(2) This Assoctation was incorporated on the 14th 
of August, 1928, under the provisions of the Co-operative 
Marketing Associations Act of the Province of Alberta and 
how operates two creameries, one at Acme and one at Calgary, 
at which it manufacturers into butter the eream produced 
and delivered to it by its members. As stated above it 
has also acted in recent years as marketing agent for 
members engaged in the production of honey. 

"(3) The history of cooperative development in the 
dairy field has been outlined in the brief filed ty Northern 
alberta Dairy Pool Limited and is not repeated herein. 

"(4) The Memorandum and Articles of Association 
disclose the following salient features: 

"i(8) The’ objects of the Assoctation are declared to 
be to act as agent and factor to receive and take delivery 
of, handle, mix, manufacture into butter or cheese or milk 


products, grade, store, transport, market, sell or otherwise 
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dispose of the cream delivered to it by members of the. 
association, to enter into any contract or’ arrangement 
whatsoever for or incidental to the cooperative selling 
or marketing of dairy and poultry products. To act as mer- 
Cantile agent as defined by and within the meaning of The 
Factor's Act of the province of Alberta. | 
"(b) A member has but one vote. 
"{e) Clause 4 (a) of the Memorandum of Association 
provides as follows: 
‘The; Associationnis to. have no. share Capital. 
The interest of each member is not to be the same as 
that of every other member, but shall be determined 
from;time: tov time by the proportion which the deliv- 
eries of milk, dairy or other products of such member 
Shall bear to the total deliveries of all members, 
Such proportion shall be evidenced by the proportion 
which his holdings of participation certificates then 
Outstanding, or if no participation certificates are 
then outstanding the saia Proportjon “shall, ba cal— 
culated in such manner as the directors may by by- 
law determine,! 
"(d)t » By section 40 of the 4&rticles of Association 
it is provided that 'The directors shall market the produce 
of their members as a cooperative and under an obligation 
to pay them the proceeds from the Sales on the basis of 
quantity and quality less necessary expenses Aaa reserves. 
iny surplus funds from the sale of members products re- 
maining in any year after the payment of the initial payment 
and of operating expenses and after setting aside such re- 
serve or reserves as the directors may deem necessary, shall 
be held for the benefit of the members and shall be returned 


or paid to the members ag a further payment on account of 
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the sale price of said products at such time and in such 
manner as the directors in their discretion may deem ex- 
pedient.! 

"(5) The territory served by the Association ig 
divided into five districts, each district being privileged 
LO S1eet five delegates. The delegates in turn select the 
directors of the Association. Each member has one vote 
only and each delegate one vote Only. At the present time 
there are approximately 4,000 members of the Association 
who are producers ae Cream or honey or both. The proceeds 
derived Prom the sale of honey are distributed to the honey 
producers and the proceeds from the sale of butter manuf- 
actured from the cream delivered by the cream producers 
is distributed to those producers, 

bib). From ite incoroorat’ ou is! 1928 to the year 
1936 the Association Operated on the basis of a Standard 
marketing contract with its members, a copy of which is 
submitted herewith. The terms of that contract when read 
with the Memorandum of Association show Clearly that the 
Association was intended tO function as marketing agent 
only for its producer Nembers,.’ ‘The contract also contained 
the usual terms and conditions characteristie of such mar- 
keting contracts, These inelude: 

"(a) The producer agrees to deliver all milk or 
cream to the Association for a period of five years. 

"(b) The Association ig appointed agent and factor 
within the meaning of the Factor's Act to receive and take 
delivery of members! cream and to handle and market the 
same. 

"e) Ths Association is Cmpowered to borrow money 
end Tor that purpose to give security on the said cream, 


"(d) Authority igs Siven the Association to make 
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certain deductions from the proceeds of the sale of the 
members cream for capital purposes (clause EO) ss 

"(e) Reserve share certificates shall be issued by 
the Association representing such deductions and shall be 
redeemable at the discretion of the directors, 

"The rights mentioned in (a) and (e) above were never 
exercised. 

"(7) At the outset of its operations the Association 
rbasesa the Mayfair Creamery in Calgary from Mr.Larson 
and operated in those premises for 4 short time until new 
premises were acquired, 

ULE G29 this Association, together with Calgary 
District Milk Producers Association Limited, which later 
changed its name to Co-operative Milk Company Calgary 
Limited, decided to apply to the government of Alberta 
under the provisions of The Co-operative Marketing Assoc- 
lations Guarantee Act for loans sufficient to provide 
premises and facilities for ae two organizations, The 
details surrounding this transaction have been outlined in 
brief filed by Co-operative Milk Company Calgary Limited. 
However it should be noted here that this Association pro- 
cured a loan under the provisions of the Co-operative 
Marketing Associations Guarantee neu, OThG7 7. ao0 ene 
finance its share in the connection. 

"The operations of the Association were confined to 
the said premises so acquired until the year 1939 when 
the Association purchased a Creamery at Acme from Central 
Alberta Dairy Pool, the other two dairy pools work in 
close harmony with this Lssociation. As a matter of fact 
Mr. C. E. Christiansen who was Manager of the Northern 
Alberta Dairy Pool Limited has since 1938 acted in a 


general supervisory capacity over this Association. 
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AG), hs oe TT be shown herein the basis of member- 
afc was founded upon the execution of a standard marketing 
contract until the year 1936. During those years the 
membership fee was the sum of $2.00. In 1936 the contract 
basis of membership was abandoned, and since, the qualif- 
ication for membership has been the delivery of cream to 
the association and the payment of a membership fee of $1,00. 

"(9) Though provision was made in the marketing 
contract for deductions from the proceeds of the sale of 
cream delivered by its members, this right has never been 
exercised by the Association and in fact no such deductions 
were ever made. sApparently the Association intended to meet 
ive Liavwtlettes GO the bank by instituting the principle 
of the revolving fund with respect to the allocation and 
distribution of surplus earnings each year. Because of 
losses incurred during one stage of its operations the 
uSsociation has not made the progress it anticipated in 
this regard and there was still due and payable on the said 
joan as of the 3lst day of January, 1944, the sum of 
61,675. It should he explained here however that in 
addition to the original loan of $77,400 hereinbefore re- 
ferred to that an additional loan of slightly over $6,000 
was obtained in connection with the purchase of the Acme 
Plant in 1939 and also a loan of $10,000 for working capital 
was made by the provincial government. The balance of 
$61,675 represents the balance remaining unpaid with re- 
spect to all three loans. It is the intention of this 
Association to reduce this loan by paying a further 
$7,000 at the close of its fiscal year ending January 31, 
1945... 

"Business Methods and Operation. 


"(1) The creamery business operated by the Association 
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is conducted along usual lines whereby cream.is delivered 
by its members and manufactured into butter. The Associat- 
ion acts as its own wholesaler in disposing of the butter 
to the retail trade and to the Department of Munitions & 
Supply. 

MAN interesting phase in the development of business 
has been the handling of honey. Thus the growth of a new 
industry in the province has been assisted. Under the 
provisions of Section 47 of the Articles of Association 
honey producers who market or sell their product through 
the .ssociation shall be entitled to membership. Their 
interest in the property and assets of the Association is 
limited to the payment of deferre’ participation certific- 
ates held by them. For the purpose of representation at 
any general meeting of the Association all such honey 
producers, wherever resident in the province, are deemed 
vO CONStitute one district and are entitled ta elect one 
delegate for each one hundred members or portion thereof. 
The district so formed shall be entitled to elect a direc- 
tor to the Board when there are sufficient members therein 
to elect five delegates. 

"Honey is delivered to the Association in its 
natural form as taken from the hive. it is then pastéur- 
ized and packed, in the Association's plant and marketed 
through channels developed by the Association. It is 
interesting to note that this new venture shows every sign 
of success. Only 11,000 pounds of honey were delivered 
by producers in 1942. This Tes grown to 288,000 pounds in 
1943. Records are not, as yet, complete for 1944, but it 
is safe to say that there has been a substantial increase. 

"(2) From 1928 to 1934 the operations of the 


£83Soclation were quite successful and surplus earnings 
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were distributed to the members in accordance with the 
terms of the marketing contract, partially in cash and 
partially in participation certificates. The cash retain- 
ed during these years and for which participation certif- 
icates were issued amounting to some ~24,000 was used to 
reduce the bank obligation guaranteed by the government. 

"(3) In 1934 competition became very keen. Prices 
to producers were increased and certain trading practices 
in the sale of butter appeared resulting in a series of 
losses during the years 1935 to 1938 inclusive, with the 
result that no distributions could be made to members 
during those years, 

"An operating loss of over $33,000 accumulated during 
that period and of course no reduction could be made in the 
amount of participation certificates issued PLOY CO Oe oo 

"(4) By 1936 the effect of this competition had 
made it extremely diffioult to get producers to sign con- 
tracts binding them to deliver all their product to the 
Association and it was then decided to abandon the con- 
tract basis of membership. An active campaign for addition-— 
al. members by way of radio and field work was entered 
into, with the result that the volume of business was 
materially increased and operating eee again 
appeared in 1939 and the Vears Tollowine.. Bb wes during 
this period of stress that the provincial government came 
to the assistance of the Reecneen with a loan of 
$10,000 for working capital. This is evidence of the 
government's support to the cooperative movement and its 
believe that cooperative marketing of farm produce is a 
valuable factor in the social and economic life of the 
province. 


(5) With the consent of the members in annual 
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meeting the surpluses earned during the years 1939 to 
1941 inclusive were used to reduce the operating deficit 
from $33,000 to $19,000. Notwithstanding the failure to 
distribute surpluses the membership continued to grow 
durins those years, 

(6) With the fiscal year ending January 31, 1943, 
the Association again commenced making distribution of 
Operating surpluses to its members, half in cash and half 
in the form of participating certificates. The same was 
done at the end of the following fiscal year ending January 
ol, 1944 and will no doubt be done for the fiscal year 
ending January 31, 1945. 

"The cash retained and represented by the participation 
certificates is used to reduce the bank loan guaranteed by 
the government. 

"Since 1942 the Operating surplus each year has been 
completely distributed to members in cash or participation 
certificates. As yet the older participation certificates 
issued prior to 1934 are outstanding, 

"No interest is paid on any participation certificates 
whether old or new, 

"(7) An examination of the Association's operating 
Statement for the past two or three years will disclose 
a DIrOrit from the ssie or poultry and eggs. For the last 
fiscal year its apparent profit was $3,562.14 at the 
Calgary plant and a loss of $382.71 at the Acme plant, 
making a net apparent profit of $3,179.43, in its 
Operations. 

"By way of explanation it ig necessary to point out 
that the Association does not engage directly in the 
marketing of poultry and eggs. Some time agO a cooperat~ 


ive organization was set up by the government of the 
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province of Alberta, known as the Fotltry Marketing Board 
for the purpose of cooperative marketing of eggs and 
poultry. At the request of the Poultry Marketing Board 
this Association made available its plant, personnel and 
marketing Peeters for the handling of poultry and eggs. 
The Association charges a commission on the Hanaddne soe 
these products, which it is felt is only sufficient to meet 
the additional expenses encountered from the handling of 
poultry and ege products. The Association has not attempt- 
ed an exact cost accounting system but in the preparation 
of its financial statement has more or lesg arbitrarily 
allocated 10 per cent of total costs to the poultry and 
egeé business, with the result that the Association's fin- 
ancial statement indicates some profit from the handling 
of these products. It is felt however that were a careful 
analysis of expenses made thet there would be no profit 
whatever in this connection or at the most a very small 
amount. In any event the emount earned from this gource 
constitutes a very small charge for the use of the plant 
and premises of the Association, and the time of its 
personnel, 

"On receipt of cream from a producer, the Association 
Makes an initial payment which bears a close relation to 
the current market price. After the close of its fiscal 
year the Association allocates all surpluses to the members 
entitled thereto in proportion to their deliveries. The 
final settlement of such distribution of Surplus takes the 
form of a cheque representing the cash distribution ana 
&@ participation certificate representing the deferred 
balance of such distribution. 

"(83) The amount transferred annually to depreciation 


account is calculated according to the scale of percentages 
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allowed by the Income Tax authorities for properties of 
various kinds. The reserve for bad debts is calculated 
annually on a fair and reasonable basis and after due 
consideration of accounts payable. The amount carried 
forward as surplus is made up of odd amounts from year to 
year, Alter allocation of participation certificates i+ 
is not feasible to distribute surplus earnings to the 
tae ood lax. 

"No attempt has been made to allocate the amounts 
carried forward to depreciation or bad debt reserves or as 
undistributed surplus. The Association assumes that these 
items are all subject to the provisions of the Memorandum 
of Association -- that the interest of each member in the 
assets of the Association is in the proportion which his 
holdings of participation certificates bears to the total 
amount of such participation certificates. 

“The Association in relation to the Income War Tax Act. 
(1) From what has been submitted the following 
conclusions appear: 

"(a) The Association is composed of farmers or dairy 
men producing cream or honey or both. 

'(b) That the Association is organized and operated 
On a cooperative pasis under the provisions of the Co- 
operative Marketing Associations Act of the province of 
Alberta. 

*"(c) The Association is obligated by its Articles 
of Association (clause 40) to pay its members the proceeds 
of the sale of their products less only operating expenses 
and necessary reserves. 

"(d) That the Association acts as factor or agent 
Only in the marketing of produce delivered to it by its 


members. 
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"(e) The volume of business done with non-members 
is far less than the 20 per cent allowed by the Income 
War Tax Act. : 

Mr) Gite Wssoolation eaeh Year aliowates to 20s 
members proportionately the full proceeds of all sales 
made less only operating expenses and necessary reserves. 

"(e) The Association has no share capital. 

"(h) No interest is paid on participation certificates, 

"In view of its position as above set.out the 
Association has always maintained that it is exempt from 
tax under the provisions of Section 4 (p) of the Income 
War Tax Act and has never paid any income tax. 

"(2) The Association in view of its obligations to 
distribute all Surplus earnings to its members contends 
that it has no profits to be taxed, and is opposed to any 
amendment of the Income War Tax Act which would have the 
effect of taxing cooperatives. 

"The Association feels that it is performing a use- 
ful function for members in providing an outlet for their 
products, At the same time its methods COnLY Spite. fo 
stability of prices and marketing conditions. Thus a 
sense of security and contentment is developed among the 
dairy producers in its territory. This contribution should 
be of great benefit in the post-war years, when under re- 
habilitatien and reconstruction plans, there will be a 
large increase in the numbers of small producers, all 
needing facilities for the orderly marketing of their 
products. 

"Dated at Calgary, Alberta, January 20, 1945. 

"Respectfully submitted, 


pouthern Alberta Dairy Pool Limited, 


Per: C. Toppenberg, Manager," 
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B-615 -615- Mr. Toppenberg 
Documents filed with brief: 
(a) Copy Memorandum 4nd “Articles of Association. 
(>) Copy: Marketing Agreement (used up to year 1936) 
(c} -CGpy “or Participation Gertificate 
(d) Financial statements for the fiscal year 
ending January 31, 1944. 
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BY MR. MILVAIN: 

Qe There are one or two questions I would like to 
wring out. By the way, Mr. Toppenberg, you were connected 
with the cooperative movement in Denmark? aA. Yes. There 
was no other way in being a creamery man there than by 
being connected with it. 

Q. After you left Denmark were you connected with 
cooperatives anywhere else? A.. In Germany for two 
years and later on in Canada. In between that I was in 
Engleand’and Ireland but not connected there with the co- 
Operative movement but with the creamery business in 
private firms. 

Qe Generally speaking, you can say you have been 
occupied in the cooperative field almost throughout the 
whole of your life? A. Yes; except for about four years. 

BY MR. PARKER? 

Q@- Does your company come under the control of 
the Board of Public Utilities? hi. No, 

S, if that respect this company 15 differant if 
its operations from the one we were dealing with this 
morning? Ge eee 

Q I understand you to say in your brief that this 
company has never at any time made deductions, 

f&. That is true -- that is, from the price paid at the 


time of the receipt of the goods. 
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Q.» Your method of operation is what we are 
interested in. You have a written contract? A. We 
had a written contract until 1936. 

Q- Have you not now? &. ONO. There is no 
written contract now. 

Q- Where do we go to find the terms under which 
your members deliver milk to your association? A. Or 
cream? 

Qe Or cream? A. Well, the articles of associat- 
ion and the memorandum set out all the conditions. 

Q- if we study them we shall find out the terms? 
he (166. | 

Q- Hrom what time I have had to look at them I can 
find nothing to indicate how the amount which you refer to 
as the initial payment which you make to the supplier is 
determined. ie AS we have said here, the initial pay- 
ment is what might be considered. There is no set price 
but it is what we say in our brief. 

Q. Just a moment. I know what you said in your 
Drivers tell me something that is outside the brief. Am - 
right in saying that there igs nothing in the articles which 
will explain how you arrive at the initial payment? 

A» Yes, I think that could be said, 

Q- So that the amount of the initial payment is 
fixed by what the directors consider the going price to 
pe? Be eles. The poliey 26 to pay what is considered 
Pair .7 close to the going price. 

Q- That is just the point. How close, and how do 
you ascertain the going price? A. In all cases we would 
ascertein it by paying a price which would not be out of 
line with what the market price of butter is after giving 


consideration to what it would cost us to make cream into 
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butter. We would obviously not wish to overpay. 

Q- Would there Se any relation between the price 
you pay and the price the Public Utilities Board fixes 
in those areas where they do fix the price? A. No; there 
is’ no relation to my knowledge. 

+ oO thet 1% ls purely in the discretion of the 
directors? ise | YGS;s 

Q In fixing that price two things have to be de- 
termined, the first being what the going price is? 

Ae YOS. 

Q- dnd how much less than that they will pay to the 
producer. Having fixed the going price, how much do they 
take off that to arrive at the final figure? A. We do 
not calculate it like that. The fact is that the tusiness 
is rether competitive, as you know by now, and consequent- 
ry We WUst pey a iprice that is fairly well in relation ito 
what might be considered the market price, 

. You pay that? Ae Yes. 

Q. That is the end as far as the producer is con- 
cerned, for that stage at any rate. Ae YOU can't) go "to 
the Board and get that price. 

Q. You turn the cream into butter? fun YOS. 

Q. And carry on as your best judgment dictates 

and sell the butter, and in the process you have some 


earnings? f.. Sometimes. 


Q. I am talking about the years you do have earnings. 


Q. It is out of those earnings that you either pay 
directly to the producer his share of earnings -- what 
you call his share -- or issue certificates as evidence 
that you are holding something belonging to him? 
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Q» That is a fair way to say ach: Ad nA OSs 

Qe You are different from the company we were 
dealing with a few minutes ago in this respect, that you 
have no deductions in your hands. An NG 

Q- And you have no occasion for issuing share re- 
Serve certificates? +A... That. is. right. 

Q.- Do the members leave in your hands any amount 
for reserves? A. The regular reserves we must set up 
for depreciation of plant and equipment and so on. 

Q- AS anybody would do? &. Yes, as we must, of 
course. 

Q. As you must?. Why? A. Because it is good 
business practice. 

Q. Not by reason of any statute? A. dt is good 
business practice. 

Q- Much the same as any limited company would do? 
Avot 6Se -iguipment does wear out.and there is-need, of re= 
placement at some future date. 

Q@. And your reserves are, accumulated out of your 
earnings*® ie eS Sta Ve a be 

Q. Where do.we go-to,look for the obligation te 
pay these earnings or any portion of them to the members? 
&- TO our memorandum. 

Q. Can you point to the clause? Is it the memor- 
andum or the articles? Ae Ll am sfraid,lccould not pice 
eb OUD FLeDU Ow. 

OQ» It is clause 40 of the articles. A. Yor} 
there it is. It is mentioned, 

Q- This is the clause in your articles dealing 
with the earnings of the association? Ae Yes. 

Q- You understand what I mean. I am trying to 


find out whéther these are earnings of the association or 
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of the members? A. I think I would argue the point that 
the association and its members are the same thing after 
all. 

Q- On that theory only do they belong to the members‘ 
mi. Yes: 


Q. lif that theory is wrong, then they belong to 


‘the company? As 4 don't think tt could” be that ways 


Q- j.<t quote from your articles of association: 
"The directors shall market the produce of their members 
aS a cooperative and under an obligation to pay to them 
the proceeds from the sales on the basis of quantity and 
quality less necessary expenses and reserves." You state 
thet in your articles of association. Do you opérate “in 
accordance with that? As Welds 20 certainly sie our 
object. 

Q- Do you fulfil that obligation? Do you make 
payments to the memeers in accordance with that statement 
in your articles? &. In years when there is a surplus 
earning it is used in the interests of the members. 

Q. Do you operate in accordance with that or do 
you not? <A. I am afraid I will have to proceed along 
the line I was going to follow. Years when we have a 
Surplus and when the Board of Directors have not decided 
to distribute to members it has been for the simple reason 
that there was, as referred to in the brief, the necessity 
for capital to be substantiated hy allowing these earnings 
to remain in the treasury of the association. Since 1942 
we have distributed them. 

Q. That brings out my point -- the payment is 
made not in order to fulfil that obligation which they are 
bound to fulfil; the payment is made or not made according 


to the discretion of the directors? A. Yes, which is in 
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the articles of association. 

a oDoes not that very fact, that there is not an 
obligation to pay put that the matter is left to the dis- 
cretion of the directors remove the organization from the 
category of what has been referred to more than once as 
the true cooperative? Ae “No, 92 don! t* think? go. The 
Obligation has not been diminished, but in a certain period 
of time it may be necessary for the directors to use the 
net earnings for other purposes than distribution. 


Og 


vv 


Take a stubborn man who does not care what the 
majority says. He Saysrey Ll iwaentiine obligation lived up 
to in my case." Where does he Pit in? Se ey Ont onan ik 
he would have much luck. We could not have that. It would 
be impossible. 

Q. That would be a good way to test the question 
whether the obligation to pay was really something that 
could be enforced, would it not? A. I. will agrée that 
that question could be raised, but I am sure of one thing. 
Judging by the performance of Other and smaller pools 7 LG 
is not the intention. 

Q- You have heard of the notorious road that Ys 
paved with good intentions. There is a difference between 
what is intended and what is done? A. That is true. 
it reminds me of the time I was with Central Alberta Dairy 
Pools for nine years. There were the same intentions that 
were unfulfilled and men spoke exactly as you do about 
promises. It is a weak point which can be argued; 
nevertheless other cooperatives are in the same position, 

Q- itt is for the Commission to decide whether it 
is a weak. polnt.i 'T just want to bring it out. As I under-— 
Stand it, probably quite inaccurately, an Obligation, if 


it means anything, is something that can be enforced. 
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If I have an interest in something and there is an oblig- 
ation whereby I can have that interest enforced, I do not 
expect it to be whittled away by some Board of Directors 
deciding that I don't know what I want and that I cannot 
have it. f.. Suppose all our members decided to have 
their share; they could close the business and divide their 
equities in proportion to their holdings. 

Q- I do not wish to enter into an argument. Let 
us gO one I quote further: “Any surplus funds from the 
Sale of members' produce remaining in any year after the 
payment of the initial payment and of operating expenses, 
and after setting aside such reserve or reserves as the 
directors may deem necessary, shall be held for the benefit 
of the members and shall be returned or paid to the members 
as a further payment on account of the sale price of such 
products at such time and in such manner as the directors 
in their discretion may deem expedient." You have referred 
me to this as chapter and verse where I ean find the rients 
of members in relation to reserves, surpluses from the 
Sale of their products, and what not. Further: "In 
particular, the directors, with respect to such proportion 
of such final payment in any year as they deem advisable 
and necessary in the interests of the association, may 
issue to each member a4 participation oertificate, and such 
participation certificate may be paid at such time and in 
such Manner as the directors may deem advisable." 
A. Yes. 

Q. That is pretty wide? A. It gives them some 
power. 

Q- But it does not give the individual member very 
much as against the wishes of the Board? A. At each 
annual meeting the directors have a good opportunity which 


they use, to discuss the affairs of the association. 


~~ — — 4" 


or 


‘ et nae Mas tnd im at ‘bei 08, Bs. we 


of 
iF r 
ee 


, :, Se Pees 
\ i mere ees edb vil gstines yn" eeppalieare odenp 2 40 03 8 
e: git Yerte <a" one: et ata Seater stushe ra)! exeaom, #8 ees 
: . shbn dgxe aed i pgs to. ing ale ‘taogat ent to “Posh 7 a 
7 at se yori $0 Sea "oni olin anitsos 103%) bets | 
Pr yedee of) xo't BLe ieee pane: ' eaeeaooen oi Kaus atoseortb x 


admins extcoa flag! Meo bad ates od th ene ‘bie ee leet aul te 
Piuuete. ko Shiiy Ghee Si) aM ae Nelees bu! ac samy, redo ay B gee | 


y ue. eo | is " 7 7. r ee al 
Bap eeatic. ites’ sana She : bin wort foun oa adaibor@. 


o , =. t 
‘ ( 


pReteetSt erat Hey) * «hele Xo aeeide Tina Gots TI ELD teddy he — 


? 


Weeteie Grid Jatt ago L ‘shetty Tey Bue ted gad “] ee alas of, on — 


ey Hae Moet eae ats ,berioaet Oa pOlleeet, a ‘wae Sen {iG : 
, . | . ~ Pea aa 

uae ou” : peak aay  ¢ 2Q@0. JQGW fae 20 sion: atone el * sige 

| 4 ; fe: 


Biihuctes Kot oF Soeueet dai ereirre eid .1el iwotdneg 


, ; Pay 


eidseithy: WeSh vent Be chev voe of tiemmyeq (eat? owe Yo, 


. ” ier ins ae ra 5 
sed, ne Rs he ae © woot ade oe = oy a : ¥ 
Oot nntite seb eco th ereewagad. omy aes YIsesHOOM ani 
7 : ry - we ne pee a 
- a , oH Daan “ fe tga 
: pee dee a at Oe eed a eae a » Mee 
Roe fio Geke ne Oued ioténeg & teGne dowe.. OM oa el 
‘cs . : i so M vt pees 
: * F P ie : F ue Es 


dhe’ @r orsa gi Yaw ataseybesaee ua tages tTe¢ 
Oa i Sk, ee : . : . . - Sete Day | : 7 ~ on 
i ee ee ae ee he ae ‘Yom. spOcre LM), Gay ae; neaite i fone. 
: ee ae 


Migs: Mk ee eee ; stot rae 


4 . Bt bs ’ Ping 
. ‘ fi i 


. 


i + a . _ 
, pave : 
eS ae Deri NS J Oi Er a a rr 4 ah oa ak ; 
Baie Aol t oe : Ae el eee 0 Lyi ae ey dathe ° 
‘ : > 
> i ae = ie 


; ; 
f s B ieee . > . ~ rn —— \ 6 
fea) BBUF len ha Jee. Or sson Ti sue +f) 


B=-622 -622~ Mr. Toppenberg 


Q- Did you ever attend meetings of shareholders of 
an ordinary limited company? A. No. I am sorry to say 
i never did. 

Q- You don't know much about the way they conduct 
business’ A. No. 

Q- Do you know that as a matter of fact that is 
what takes place at such a meeting -- the shareholders 
come and ask questions? A. J will have to accept that. 

THE CHAIRMAN: Would you say, Mr. Parker, that the 
practice is encouraged? 

NRs) PARKER? Tn some cases, no, Mr. Chairman, 

BY MR. PARKER: 

Qe At any rate, that is where we find the terms 
set out? A. Yes. 

Q- Do you in fact do any buying and selling outright? 
A. No, we don't do that. We accept the members’ produce, 

Q- Do you buy the members' produce? Rane NO sul 
would not say we buy that. We accept it as their agent 
for manufacture into saleable products. 

Q- On terms that you will be paid a commission? 
fi. No. Are you referring to eream? 

Q. The produce you buy from your Members. 

A. We don't buy produce. 

Q- The produce you receive from your members. Do 
you buy it or do you receive it? A. We don't buy it beq 
cCauSe we never Yuy anything. 

Q- Do you buy from anybody else? A. No. Well, 
there may be some periods of time when butter has been in 
Short supply, but that has not been for the last three or 
four years. But it would be Only small, 

Q+ A word about honey. The second part of your 


business is distinct from cream? A. Yoo, 
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Q- You deal with the honey producers on much the 
same basis as with the others? A. Yes, 

Ge The point I have in mind is this. Are the pro- 
ceeds from the sale of honey and the proceeds from the 
Sale of cream kept separately, or is it all merged in one 
fund? A. No. We keep a very good record of how much 
we have earned on each item, 

Q- Do you keep separate bank accounts? A. No. 

Q- Do you keep separate cash accounts, one group 
for the honey men and one group for the others? 
ice 

Q- as far as the books are concerned, they are all 
one unit? &. In the books we have a complete record of 
each type of business done, the amounts received. 

Q And the number of pounds of honey as well as 
the Dumber of units of milk? fue YO@Se 

'  Q. At the end of the year when it comes time to 
find out, can you tell the earnings from your milk and 
cream business as distinct from the earnings of the honey 
business? A. We have not really followed them so closely 
that we would have an exact figure. 

Q- If you kept them separate you could? A. I re- 
ferred to the records of receipts; they are kept separate. 
But when it comes to labour, we have not kept it separate 
because we switch from one department to ahother and it 
-would involve too much bookkeeping. 

Q- But you keep records of the sale of honey? 

4. Yes, and report frequently to the Wartime Prices and 
Trade Board. 
ae But when you come to allocate or apportion the 


amount represented by your certificates do you take the 


honey producers in one block and the others in another? 
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r 


4. So far we have not issued participation certificates 
to bee-keepers. 

Q- You make certain allocations in your books? 
A. We pay them an initial price. It was far below what 
was the current market price because this was a new under- 
taking and we did not know what honey would do. When we 
sold a certain amount of honey we would make a second pay- 
ment when we had a fair assurance that a final price 
would be arrived at. When we finally sold all the stock 
we sent a third and final payment and there were no net 
earnings left over after that. It-was all in cash, 


Q- i thought you told us that the only thing you 


distributed to these memeers was your earnings, that you 


did not have deductions held back at all. <A. We were 
rather referring to cream. It is somewhat different with 
honey, 

Q. I1t is not true with respect to honey? A. No, 
because it was a new business and we were quite in- 
experienced. We did not even know what the price would 
be. 

Q- When you said that you had no deductions you 
referred to cream only? Ay Yess 

Q-. .Do you have deductions in respect of the honey 
business? Me OO, there are no deductions. 

Q- Then the original statement is true, that there 
are no deductions, so that you have earnings and nothing 
elise? Ae. YO@S-e 

Q. Both in respect of honey and in respect of 
cream? A. Yes, 

Q- I am trying to find out whether those earnings 
are all merged into one block of earnings or whether the 


earnings from honey are separated from the earnings of 
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cream. A. Yes, they are separated, 

Q- And the honey earnings distributed among the 
homey producers. <A... Yes, 

Q»- «according to the amount produced? A. Yes, 

Qs Ana the cream earnings are distributed to the 
cream producers according to the amount produced? A. Yes. 
Q- Is that correct? et ® YOS4 

THE CHAIRMAN: Is there any doubt about that? 

THE WITNESS: There is no doubt about that. I was 
anxious to explain to Mr. Parker the difference in procedure. 

BY Mie BLLLORT: 

Q- In the manner of the distribution ef labour 
costs as between cream and butter, which you mentioned 
earlier, you do make some distribution of expenses against 
butter and the rest against honey? Aw" Yes. 

BY MR. PARKER: 

Q- But it is only approximate because they are 
shifting from day to day. Subject to that limitation they 
are kept separate? A. Yes. 

Qe) Turnesto pags four of the brief; tas wilt he 
shown herein, the basis of membership was founded upon the 
execution of a standard marketing contract until the year 
SAS oa Are you able to produce a copy? we Ley eae 
filed. 

Q. Then: “During those years the Membership fee 
was the sum of $2.00 That he never got back? 
ie No. 


Q- That is a straight contribution that went into 


_ the general fund? Ae Yes, 


Q. Continuing: "In 1936 the contract basis of 
inembership was abandoned, and since the qualification for 


membership has been the delivery of cream to the association 
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and the payment of a membership fee of $1.00." What do 
you mean by the words "the contract basis of membership 
was abandoned." You still have what is equivalent to a 
contract in the articles of association. He must deliver 
On Ghat basis. Is thers areal difference there? 

bye ino expression may not be quite COTrreou.. 

Q. Explain the difference. A. It merely means 
that we don't require the members to sign a contract but 
to sign that marketing agreement. 

THE CHATRMAN: What was the reason for abandoning 
the market agreement? 

THE WITNESS: In those years, Mr. Chairman, there 
was a lot of distress among the farmers and produce was 
low in price. 

BY MR. PARKER; 

9. And distress among the directors? A. I said 
members and other producers, and it was almost impossible 
to-tie any man down to a signature on the dotted line. 
Almost everyone sold anything he could, whether ideas or 
commodities, and in those days you were not able to: obtain 
easily anyone's signature. The bidding for cream was 
strong -- competitive bidding. Such were the efforts of 
the opposition. 

Q- What do you mean by "the opposition"? 
A. Those that are not conducting a cooperative business. 
Consequently no farmer -- feeling as he did that the situation 
was unstable -- was very anxious to become signed up for 
any length of time to anybody. We had that clause in and 
found it was a handicap to us to secure sufficient volume 
to keep operating. 

THE CHATRMAN: The agency feature of which you spoke 


was a part of this marketing agreement? 
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THE WITNESS: Yes. 

THE CHATRMAN: And when you had no agreement -- 

THE WITNESS: The articles of association and the 
memorandum of association are still factors. 

THE CH.TRMAN: But your seller would not know part- 
icularly about your articles of association. On signing 
up, would he know about them? 

THE “VITNESS: He had every opportunity to become 
familiar with them, and we had our field men out explaining 
matters and we were broadcasting over the radio. 

THE CHAIRMAN: What do you regard as the duty of the 
agent in relation to his principal -— to return the full 
amount he colicots? 

THE WITNESS: I would say that the agent's duty 
is that of taking the best possible care of the interests 
of the party for whom he stands. 

THE CHAIRMAN: Does he make any deductions when he 
accounts? 

THE WITNESS: You refer now to any agent? 

THE CHAIRMAN: Yes. 

THE WITNESS: Not necessarily any cooperative? 

THE CHATRMAN: No. 

THE WITNESS: I would presume that in the ordinary 
sense of the word the agent would make some deduction for 
commission for the work he was doing. 

BY MR. NADEAU: 

Q- You have four thousand members? dee ULES 

Q- Have they paid the membership fee? hy Yes; 
these four thousand we have referred to have paid. 

Q- How is it then that in your statement for the 
year 1944 it shows on the side of liabilities membership 


fees of $1,581? A. That was membership fees collected 
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that particular year. Ever since the inception of the 
company, I must admit, I have not followed the whole of 
the statements up to see that there were collections made 
right: along, and Waren disposal was made of that, I 
don't know. They don't appear in our statements now but 
they have been collected because the records map aea 0 

i. Have you many cooperatives as members? <A. No. 
We could possibly say that any other cooperative associat- 
ion who wishes can become a member, and by reason of the 
fact that we have received produce from another cooperative 
they could be a member. 

Q- is the Calgary Milk Producers Association a 
member? A. Yes. They received their share of our 
distribution. 

Q- They own participation shares? tase ves. 
Q.. Do you keep separate accounts for members and 
. non-members? &. We have really no account of non- 
members because as they enter our ledgers as shippers they 
are immediately regarded as members. And at the time we 
distribute the bonus the membership is paid. 
| Q- So that anyone who comes to your association and 
q sells products automatically becomes a member of the pool? 
fe YOSs 
THE CHATRMAN; And is bound by your articles of 
association which he has never seen. I am putting that 
ee a question. Hs may sée°thom later, but up to that 
moment he has never seen them? 
THE WITNESS: Probably he knows something about them. 
THE CHAIRMAN: That is different. 
THE WITNESS: It must be remembered, sir, that the 
producer who comes to the dairy pool is usually a man who 


has lived in close neighbourhood with some other producer 
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who has been a member a long time and he is therefore apt 
to ney a lot about the organization. 

THE CHATRMAN: You take it for granted that he 
knows, whewe he does or does not. 

THE WITNESS: Yes. We take it for granted inasmuch 
as our articles are registered and are supposed to be 
publicly known. 

THE CHAIRMAN: That is not as good as the marketing 
agreement you had at one time. 

THE WITNESS: That is true. 

BYOMRY “PARKERS 

Q- That change was made in the articles at the time 
you abandoned the contract? Was it not the same as when 
the contract was being used? As The articles? 

2» Was article 40 altered at the time you discontinued 
the contract or is it the same now as it was when the 
contract was in force? f&. We have had the articles 
amended since that time. 

oe es 1t changed to Meet that situation?’ 4.) Yea. 

Qe Can you show me what article 40 was beffore the 
change was made? Can you tell me in substance what the 
change. was? A. ‘Yes, I can do that. It would read as it 
is in our minutes from where it can be taken. 

Qe You haven't got your minute book here? i. No. 

3 I want you to understand. I want to know, 
following up the questions that have been asked, whether, 
when you gave up the use of the contract, you said in 
effect: “We canft use the contract any more and we must 
have tunis substances “Or “Tt “in some Other “form,” And sosyou 
went to your solicitor or somebody else and redrafted 
article 40 so as to get substantially what was in the 


contract. Was that done? As. “Yess 
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Q- Is there a resolution in the minute book dealing 
with that? A. Yes, | 

a Will you during the lunch hour send a copy of 
the old article so that I ean compare it with the new 
article 40°? ise YOs. 

BY MR. ELLIOTT: 

Q- In answer to Mr. Parker you said that you obtained 
Substantially the same arrangement with the producers under 
the new articles ss you had with the Original contract which 
you were abandoning? a. Yes. 

Q- Would you qualify your statement at all in that 
regard? Did they get about the sane thing? A. As far as 
benefits g0? 

On) (os, fie Yes, I would say that; and there is 
this to remember also, that we increased our business very 
substantially during that time. 

Q- Were distributions made in the game way after 
the contract had been abandoned? Ae Yes, exactly the 
Some waye 

Q- For several years you made no distribution. 

That is because you were in difficulties? A. Yes, 

Q- The shipper was not bound at all for five 

yearsr ise Now 
BY MR. VAUGHAN: 

Q-In the participation Certificate, On the bert) head 
Side there is an entry crediting the amount received and a 
deduction from that for membership fee? Ae Yes. 

Q- That means that whether a man Opp lLed Or not, 
as long as he shipped you crean you would make the deduction 
and thereby make him a member? in YoOs, 

Q.- Whether he wants to become one or not? 


f 


“4. The shipper does not come to us unless he wants to and 
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we have never yet had one Single word of protest against 
the deduction of a dollar, 

Q. That is how he becomes a member, by the deduct- 
108. Of jhe: dollar? Baie Los. 

BY) MRs NADEAU: 

Q. Is your shipper under any obligation to share in 
your losses? «=e I don't know that I could give an in- 
telligent answer to that .question. Legally perhaps -- [I 
would not know -- but morally of course, 

THE CH.ITRMAN: He does not take that for granted? 

THE WITNESS: Possibly. But there was no difficulty 
at all in using our net earnings in the three years to 
reduces the” .eficit. 
| BY MR. ARNASON: 

Q- He assumes responsibility? é&» He certainly 
does. 

Q- He assumes responsibility for losses to the ex- 
tent that any equity he may have in the Surplus might be 
wiped out in certain years? a. « Losin bathink whet. te 
true. 

BY NR, PARKER: 

% Possibly the answer to the question Mr. Nadeau 
asks is to be found.in section 23 of the Act itself, the 
Marketing Association Act. I am not saying so; I am suggest- 
DO Tit, 

THE CHAIRMAN: That is the limited liability provision? 

MR. PARKER: Yes. 

MR. ELLIOTT: Perhaps Mr. Nadeau is asking the 
question in a different light. Tht refers to the member 
28 Member. Is that equally true of the member as seller or 
shipper? This provision refers to the member's liability 


with respect to share capital. 
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MR. P..RKER: It provides that no meniber Shall pe 
liable for the debts of the association to an athount ex- 
ceeding the sum remaining unpaid of his membership fee or 
his subscription for shares, where there sre shares, as 
the case may be 20.9h this eae there are none -- including 
any unpaid balance on any promissory note given in payment 
thereof. That may possibly include these participation 
certificates. Perhaps it does not. 

THE CHAIRMAN: No. The participation certificate 
is from the association to the member; a promissory note 
would be from the member to the association. 

BY MR. PARKER; 

% One question about loans. On page four, paragraph 
nine you speak about loans and you make this statement: 
"Because of losses incurred during one stafe of its operat- 
ions the association has not made the progress it anticipat- 
ein this regard” and so on. You had these various loans 
aid wou iene Vobofi then off? As The Sum cof $24,000. 

2+ «and then you say: "It is the intention of this 
association to reduce this loan by paying a further $7 , 000 
at thes close or its fiscal year ending January 31, 1945,* 
Aw Yes, 

Q2- What is the origin or source of the money the 
company has used to pay off loans? It is its earnings? 
dae” That is the amount of money issued in participation 
certificates. 

Q- They cover the company's earnings? 4. Yes, 
in part; some cash and some perticipation, 

2- The participation certificates represent the 
company's earnings? ie SYSSs 

%- «sand the money represented by these certificates 


has keen used to pay off these loans? ks Ss 
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Q- From what source did the balance come? A. That 
was a government loan -- pardon me; what did oewceae 

Qe I understood that the amounts to pay the loan 
came from two sources, namely, amounts represented by 
participation ne ee uuee ss plus something else. 

A. No. There is only one way we could reduce the loan. 

Q- What happens if one of the holders of particip- 
ation certificates, assuming he had the right to come and 
demand his share, found that the money set aside for him 
was represented by a new building somewhere. How would 
that work out? A. He should be, proud of that, in the 
first place; and so they are. 

Q- Proud, and not demand his money? Aim LOS. « 

Qe He ought to be very happy if he sees it that 
way» <A. Well, as a rule he is. 

Q. Will you turn now to the top of page five. 
Speaking of the member's interest you say: ("Their interest 
in the property and assets of the association is limited 
to the payment of deferred participation certificates 
held by them.” A. This is in reference to honey 
producers, section 47 of the articles. 

Q. That is honey? A. Yes. 

Q- There is a different set-up as between the honey 
men and the cream men? A. We have not as yet issued 
participation certificates to bee-keepers. When we do 
their interest will extend only to the amount of certificates 
issued to them. Any previous assets of the company long 
antedating their appearance in the picture they would have 
no equity in. 

Q- How can you find out what part of the physical 


assets is shared in by the honey producers? fied «do COD 
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think we could figure that way. 

2- I don't know how you can. You say: “From 1929 
to 1934 the operations of the association were quite sugeedee 
ful and surplus earnings were distributed to the members 
in accordance with the terms of ¥he marketing contract, 
partially in cash and partially in participation certific- 
ates." That is in accordance with what you have been saying? 
Rae (Lom, 

Q- You still maintain that you never made any deduct- 
ion in the early days; they were all earnings? A. There 
were no deductions, as far ag I Know, in the early years, 
but I was not here, 

Q- ‘Further you say: "The cash retained during 
these years and for which participation certificates were 
issued amounting to some $24,000 was used to reduce the 
bank obligation guarantced by the government.” 

Hen. OS, .bhat.is right, 

Y- Let us come now to the bottom of page six. 

As I understand your statement in the Rpt at 26 Fr 8 
word, in regard to poultry and eggs, that at the request 
of the Poultry Marketing Board the association made its 
plant available for the handling of eggs and poultry? 

A. Yes. 

4. ft was not intended to be a profitable thing for 
you? A. No. It was run as a matter of service. 

2» As a matter of service that you were rendering 
the Poultry Marketing Board gratuitously? A. Yes. 

Q- I suggest that needs some modification, 

A. And I was ready to give it. 

Q- The amount of rent, or whatever remuneration you 

got for the marketing facilities thus made available, was 


profitable to you. The price was arranged on such a basis 


se 


» oe 


i 


tebet, Yeh, BBM - ueiiae uO done sitngu doa Lbate gohe. iyo a ; 
brent. nb aed the e tow way: mre viene eale, at apk ts 
poten. Yes lt wot i ee get be enn rdeibe’ on orem ; | 
. ce _ walpe ge wet on 4 
Peon oLrnes. Te. aaa Stent’ ast ae — bac eteey anedd vd 
pile Soyker! oF goer gow CORP RRS notte) Seteone Denewe oo 
» cgeieecren vee yd bootnndnay me eg hile aaweei ae 
| tat et dodd...e0% We 7 


am ae 
i F ei secoe baie re a he eee ] 
lsén obs getied of. 00) wee Be tal why = % a 


re 
ae 


ahoot tiv, Weee ett 4 oes isnediy gioy bea desebae Tek.” 


Petr ed Bis Me. Bas wit git Ons aera keeg od - Saas az. DIM baat 


Lae. ofram nol mionsge. oats} Seer suet yoiecne emit, 


ee Sd 


Sieh iuoe intone ae, gatiboed- see Tee, atsnt ls: $$nhg 
> J i Beas a : : 
,. SS ie 
woe ends Ridatitsiy 0 eG of bobaadlt Edom eaw an 
a cary aon S ¥ hej Ad) pai eis ei t Rew 2 o. Ey a > eh Fe THON : 
Shitehiet.arcey teG oe ootetae te ae nhan es ba ne ma 
get a0 .. telecine tear gate eieen yrdivom.aad 
4 | | . . . 
motte at tik, ‘eemecktbenn ae deals |b Sebo 
Fis - = 1 re 
th evia ot yshet aaw 22 Rmh team 
ay Bostekenhiet. “Wye iene Te ates Javon eat * Ber Seer et at 
‘s ze J Ae % ray Toe fa 
eel) Side teee chen edd sotsaitect. ui lyeetemleds, 101 Ron s 
Gy i ie” ey, Hid pee - 
Shertc doue oo Banas Due. he Bgl xe stT a Soy od £gn9 $toag 
‘i - * ' 
1 J i 


B-635 ~635- Mr. Toppenberg 


that it would be profitable? a. NO. Lt Ts not ‘a prorits 
able arrangement at all.: As a matter of fact, we have re- 
adjusted the remuneration we have been given for the 
Service, not for the purpose of giving us more so that we 
could have a profit, but in order to give us more so that 
we woula not have a loss. We were having losses at times 
because of the small remuneration Or commission paid us. 

Q- The association, you say, “charges a commission 
on the handling of these PHOCUCte  MWwhicChelbuisirelt 38 


only sufficient to meet the additional expenses encountered 


from the handling of poultry and egg products." How do 
youstix allethat? Is it worked out on a mathematical 
basis? A iel wcisenohithat bads 

Q- But pretty near that bad? As No. 

Q- Tell us how bad it is. A. We know there are 
certain amounts of overhead which we have to take care of 
because of increased business, so that it comes back to 
the same situation as in the case of honey. I may have a 
man in one department who does not happen to be busy on a 
particular morning and I will move him over somewhere else, 
and that happens several times 4 week, so that you can't 
keep track of a man's time precisely. Personally, taking 
my own time in the business, I don't know how many hours I 
spend in each of the departments; but with our auditors 
we make a careful analysis of the general overhead situation. 

Q- Is the auditor any better able to judge how many 
hours you devote to the poultry end than you are yourself? 
me NO. 

Q- Or how many hours you give to any other activity? 
Ae aos 

Qe, t Wwilinleave at atthier » You Make these estimates 


on the basis of what you believe at any rate gives you a 
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margin? A. Yes, that is true. 

Q- Well, is it not true? A. No, It is what we 
believe, but we dontt know exactly what the result is un- 
til we wind up our books. 

Q- But how can you tell how to wind up your books 
if you do not keep records? 4A. Oh, but we do. 

Qe JI dontt think we are talking about the same 
thing. I am trying to find out whether your records are 
kept on such a basis that this portion of the business, 
namely, making available certain facilities to the Poultry 
Marketing Board, is profitable, whether you break even or 
lose money on it, and whether you keep your accounts in 
such a way as to be able to ascertain the results. 

A. I would say that in so far as we are vable 0 douse 
without entailing undue cost in the accounting, it is done. 
We don't want to eat up any little surplus there might 

be. 

Q.- Io will put it this way: You make an estimate 
of what these services cost? A LOS, ena. 

Q- And make it on a sufficiently liberal basis 
that causes you to believe that if the accounts were 
accurately kept to the last cent it would be profitable? 

THE CHAIRMAN: Or that there would be a margin? 

MR. PARKER: Well, there would be a margin on 
commissions in excess of actual cost. Is that a fair way 
to state it? 

THE WITNESS: No. 

BY MR. PARKER: 

Q- What is wrong with it? 4&4. Exactly the opposite 

is the case. 


Q- Do you estimate on the basis that there will be 
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a Loss? You say that the exact Opposite is the case, 
The exact opposite, therefore, would be that you make an 
estimate on the assumption that there will be a margin 
of danger. f£. Possibly I don't quite understand yOu. 

Q- Well then, you go ahead and explain. 
&. That is what I would like to do. Our estimated cost 
has shown a small net varning, and I believe sincerely 
Iyself that if we had charged to that activity all that 
Should be charged up we would not have any. POLY , 2 it 
you. like that word, at all. 

THE CHAIRMAN: You really hope that you are breaking 
even, but you do not know whether YOu are of not? 

THE WITNESS: If we are not, .we shall probably ask 
for some more commission. 

BY MR. ARNASON: 

Q- 4b the bottom of page Six, in the paragraph 
Which Mr, Parker was discussing with you, there appears 
this sentence: "Some time ago a cooperative organization 
was set up by the government of the province of Alberta, 
known as the Poultry Marketing Board for the purpose of 
cooperative marketing of eggs and poultry..." ~Te am not. sure 
that I understanc the Significance of the words *cooperative 
organization". Can you explain how that board is set up 
and whom it serves? 4. Of course, I don't exactly work 
with them very closely, but they are on a contract basis 
with their members. It is a true cooperative. They sign 
a contract with the Marketing Board for the delivery of 
eggs and poultry products. 

Q- But are they a cooperative organization such as 
yours? fi. They are only producers; that I am sure Of. 

BY MR. VAUGHAN: 


Q. Their interest is in proportion to the amount of 
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of the certificate. I would like to know -- 

Aas Pardon me, I will eonrecs that we have not redeemed any 
of them yet but when they are to be redeemed it will be by 
the amount stated on the face of them. 

Q- That is the amount determined by the directors? 
& Yes. I am quite sure I speak the opinion of the Board 
when I say that if there was a certain amount to be distrib- 
uted and there were a number of certificates outstanding 
it would not be done by reducing the amount of the certific- 
evenbut by calling in 56 many series of them. If there were 
five series oie inen you might call in series 1 and 2 ana 
pay the face value, 

Q- What I want to know is whether the amount of the 
certificate is actually what is paid or whether it is some 
other amount. He LOS Lo Won aiceeons certainly. We have 
not redeemed any, but in the Central Alberta Dairy Pool 
whenever they were redeemed it was by the exact amount stated 
on the face of the certificates at all times. 

Na. cus Mr, Chairman, I would like to ask the 
witness some questions later. 

THE CHAIRMAN: I think we had better adjourn now 


UO Be ie 
* The Commission took recess until 2.15 Denis 
The Commission resumed at 2. 15 De Le 


MR. PuRKER: As ion will remember, Mr. Chairman, this 
morning Mr. Duffy was asked to bring certain documents, one 
being a copy of the old contract end the other the first 
issue of series A certificates. Counsel have handed me ten 


copies of each. I do not think there is any further questioning 
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required. 
THE CHAIRMAN: That closes the case, 
MR. PARKER: Yes. 


Examination of Christian To penberg continued: 


BY MR. SMITH: 

Qe Lt intend to deal briefly with just two matters. 
The first is the question of the membership of your organ- 
ization. With reference to your articios, I suggest: to you 
that the amendment of JULY OV Or tecy year is Coie ae 
effect, that anyone who ships anything to you automatically 
becomes a member? A. Yes. 

Q- And the last sentence dealing with such Herpes 
is thist "That no such person shall cease to be a member 
unless and until the directors by a majority vote pass a 
Specific resolution to that effect." Do you recognize the 
wording? A. Yes, 

Q* YOu Know that, by Statute, if an organization 
such as yours does more than 20 per cent of its business 
with non-members it becomes subject to taxation. You are 
aware of that? A. 168 

Q- That of course could never happen as long as 
this article of yours is carried out? A. I presume a 
member could withdraw if he wanted tO. 

Q- But this says that no such person shall cease 
to be a member unless and until the directors by a majority 
vote pass a specific resolution to that effect. Suppose 
ne Cla withoray, ~ If every person from whom you purchase 
automatically becomes a member of your association, then 
you never can purchase from non-members can you? 

A. No, because we are purchasing only from members, 
Q2- So that the 20 per cent rule becomes completely 


nullified as far as you are concerned? A. That may be 
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SUs.) 1 Must sey 1. have not resiiy thouent of it. 

Q- Is it not rather obvious? A. I presume it 
is. 

Q- i leave it at that. By the way, when a man 
ships merchandise to you, have you a form about that size 
which you mail to him? As ENO. 

Q- Would you mind looking at it to make sure? I 
got that from a pool, A. This is an application for memb- 
ership. We haven't got such a forn. 

qe It is an application form for membership and on 
the top it says, in black ink, “You are now a member of the 
pool." You have nothing of that kind? Biaw NOs 

Q- dust a question or two with respect to your 
method of doing business. I understood you to say that 
in certain years you had some losses? Ae Leo 

Q- Will you please tell me how it is, unless you 
were buying and selling in the ordinary way as everyone 
else does, you could possibly have a loss? A. Possibly 
by paying too much for the crean. Perhaps: the initial 
payment on the cream was too high; we paid more for that 
cream than the finished product warranted. Possibly that 
is one reason why. 

Qs The point L am gettine at is “this. The 
Chairman discussed with you the question as to what an 
agent was and you, I gathered, thought you were acting as 
agent? A. Yes. 

Q- Suppose I ship you a thousand pounds of butter 
fat and you convert it into whatever products you make and 
you take your expenses of operation and remit me the balance-- 
do you follow me? Ae Yes. 

Q. Then you cannot lose, can you? A. We could, 


yes, in the case where the Margin, that is what we call 
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the spread between the price paid for the butter fat and 
what we get for the finished product, was not sufficient to 
cover the conversion of that commodity into the finished 
product. | 

Q- I like the word spread. In other words, you 
bought at this price, you sold at that price, and your 
Spread was not big enough and you lost Money 7 hewn Yes. 

e In other words, you were buying and selling 
products just the same as others? A. I cannot agree to 
that, 

2. Where is the distinction? Poe bei lie t 
any cooperative who pays an initial price will errive 

in some manner at what that initial price shall be and we 
pay 4 certain price on the receipt of the goods. We have 
aright to expect, because of the traditions of the trade, 
as. I might say, that more or less the market price for 
cream has a certain relation to the Price Of bubter in 
the open market. Generally it has and generally no one 
loses. Generally we at least break even. But there have 
been many times when butter has dropped in price quite 
unexpectedly to everyone concerned, and consequently 

One was forced to sell the product at a price lower than 
anticipated. That would constitute a LOSS, sir, would it 
not? 

Q- A loss to whom? &. To the client on whose 
behalf we operate. 

Q- Did you ever collect from those clients such 
losses during the sub sequent year, the year following that 
in which the losses'were made? 4A. Not in. my time. 

Q- You do not know of its ever having been done? 


Ae We had only one year of loss before I came to the 


company. 
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THE CHAIRMAN: Would you recognize the claim of 
one of your customers if he should reclaim the material 
he had supplied, if he were not satisfied? 

Te NINES Ss. “Ldon"t “think so, 

THE CHATRMAN: You would not recognize such a claim? 

THE WITNESS: I don't understand; what claim? 

THE CHAIRMAN: From one of the producers who had 
sent you his raw product. Would you recognize a claim 
from him to get it back before you had dealt with it? 

THE WITNESS: It would be practically impossible, 

THE CHATRMAN: Owing to the nature of the commodity? 

THE WITNESS: Yes. 

THE CHAIRMAN: Assuming he did -- I am testing the 
question of agency -- would you recognize such a claim? 

THE WITNESS: No, we would not. 

MR. SMITH: Thank you, Mr. Toppenberg. 

BY MR. THORVALDSON: 

Q- Have you ever filed income tax returns since 
you were manager? ga Kee 

Q- Have any investigations been made by the Income 
Tax Department at any time as to whether your company was 
fiable bo tax or not? As OS. Lo think [ican say ythat 
One year, perhaps 1940 or 1941, a representative of the 
local tax office called at our office and studied our 
articles of association and, by the way, he did declare 
that we were 100 per cent cooperative in consequence of 
that. 

Q- He declared that? A. Yes. Of course, I agree 
with him, 

Q- Was section 40 of your memorandum of association 
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the same then as it is now? As No, it was not. You 
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would have to examine our minutes containing the resolution 
passed in 1936. 

Q- But was section 40, referred to on page two of 
the brief, different then as compared with the section as 
it now stands? A. Yess 

Q. Did thet inspector, apart from going into your 
memorandum of association, examine your methods of doing 
business at that time? 4A. No, he did not. 


Q- In any event, you have never been assessed? 


Q. and you claim exemption, do you? You feel that 

you are exempt? fist YGSe 
BY MR. ARNASON: 

Q- You stated, IL believe, that any producer who 
ships products to your association is entitled to menbership? 
& Right. I would almost go further and say that we must 
take out membership. 

Q. JI was reading section 15 of your articles of 
association. Is it your practice, before such a shipper is 
granted the status of mambership with voting privileges, 
to deduct the membership fee of one dollar from the proceeds 
due to such shipper? 4&. We always do that, sir, always. 

MR. SMITH: The article provides that they may 
deduct it from the first dividend if they wish. 

THE CHAIRMAN: That closes the case? 

MR. PARKER: Yes, i wild; now call on Mr. eRric 


Richardson. 
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ERIC RICHARDSON, . ; 
Eric Richardson & Graves, 
Chartered Accountants, 
having been duly sworn 
testified as follows: 

BY MES PakKER: 


Q. You are a chatered accountant? Aes OL sami. 


Q.- Of the firm of Eric Richardson & Graves? 


Qe Carrying on business where? Ay y atte CNS ei cy 
Of UCaAlsary, 

Q- For how many years have you been a chartered 
accountant? A. Thirty years. 

2. You are appearing today on whose instructions? 

A. On behalf of the following: Union Milk Company Limited, 
Calgary; Central Creameries Limited, Calgary; Orystal Dairy 
Limited, Calgary; Lethbridge and Medicine Hat; Model Dele 
Calgary; Carstairs Creamery, Carstairs; High River Creamery, 
High River; Independent Creameries Limited, Innisfail, 
Bowden, Lacombe; Purity Dairy, Lethbridge; City Dairy, 
Lethbridge; Jersey Dairy, Lethbridge; Okotoks Creamery, 
Okotoks; Rimbey Creamery, Rimbey; and Rocky Mountain House 
Creamery, Rocky Mountain House. 

Q- Those last six -- are those all limited companios? 
A. They are not limited companies, so far as I know. They 
are not cooperative societies. 

@. The brief you are about. to submit. is submitted 
on their behalf? A. I have letters of authorization from 
all these concerns, cach of them instructing me to prepare 
ge or er on ite Dehselt. 

2 That is what I want to know. I want to have it 
clear as to whose views it is that we are listening. Are 


they your independent views, or are they somebody else's? 
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A. May I put it this way: These persons must be deemed 
to have accepted responsibility for whatever views I may 
express to this Commission. | 

Q- The phraseology and the form of its preparation -- 
ieee myourey) oA. Vas. 16-has bean-diseuedad with ae 
or three representatives of the concerns mentioned there 
but not with all of them. 

Q- Before you begin to read the brief I might ask 
you this: Were the questions dealt with in the brief 
discussed at a meeting of the directors so that you would 
have a general idea of what their views on the subject were? 
A. No. May I say I have been connected with the dairy 
industry in this province for a long time, and 1 think the 
reason I was seen by these various coneerns is that they 
knew I had considerable knowledge of the views which they 
would wish to express to this commission. 

. Was there unanimity among the shareholders on 
this question? Was there unanimity in the minds of all 
the shareholders or persons interested in these thirteen 
businesses, on whose behalf you are Speakiie? Awe dont 
know. I received a letter of instructions from them asking 
me tO prepare the brief. 

Q- But to what extent they discussed it, “you ao 
not know? A. No. 

Q- Your brief is a mixture of facts and inferences? 
A. And information I have obtained. In POaGI Ne 1G. the 
Commission permits me, I will omit those matters which 

are the subject-matter of information that I have obtained 
from other sources. 

Qe That is all right as long as we understand where- 
in you are putting forward matters within your personal - 


knowledge, which you are prepared to swear to as being true, 
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and those things which you give as information you have 
received and which you have reason to believe are true. 
Ae YOSs 

@- That is a fair way of putting itv 2s, Yau. 

Q- So as to make for better continuity, I think 
you had better read the brief right through. 

MR. SMITH: With Mr. Parker's consent, would it 
interfere dreadfully with the programme if we altered the 
line of procedure somewhat? Mr. Richardson has listened 
to the evidence of Mr. Duffy and Mr. Toppenberg, and 
before he proceeds to read his brief I wonder if it woulda 
be permissible for him to make a comment on the evidence 
you have already heard? 

THE CHATRMAN: I rather think it would be more 
regular to do that by way of eliciting information on 
examination. That would be more regular. 

MR. SMITH: I thought the other way might be more 
helpful. 

THE CHAIRMAN: We might not be able to control 
every witness. I am quite sure Mr. Richardson would be 
all right, but we do not wish to establish a precedent 
in that regard. 

THE WITNESS: May I be permitted to make some 
comments as to the relationship which I conceive to exist 
between section 4 (p) of the Act and other. relevant 
sections of the Income War Tax Act as a preliminary to 
reading the brief, referring specifically to the companies 
to whom Mr. Smith has referred? It would illustrate the 
viewpoint from which this brief has been prepared. 

THE CHAIRMAN: I think so. 

THE WITNESS: Without the necessity of reading 


again section 4 (p), which I have recited in full, it may 
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save time now if I were to quote it. 

THE CHAIRMAN: From the standpoint of the Bar of 
alberta, I do not want you to commit any breach of proced- 
ure with which I am not familiar. Mr. Smith, I have no 
doubt, will advise you. 

THE WITNESS: I am not speaking as a man having any 
considerable knowledge of law but as an accountant, 

THE CHATRMAN: Very well. Go on, Mr. Richardson. 

THE WITNESS: May I preface my remarks by offering 
to the Commission a definition of "profits", which has been 
the subject matter of discussion in many of these examinat- 
ions. The one I propose to offer to the Commission is one 
which was adopted by the Terminology Committee of the 
Dominion Association of Chartered Accountants. The definition 
is this: “Profits are surplus remaining over from the em- 
ployment of capital after defraying all the necessary ex- 
penses and outlay incurred in its employment and after the 


capital has been replaced or provision made for its replace- 


ment." 

MR. PARKER: You have no copies of that? 

THE WITNESS: No. I will give you the original. 

MR. SMITH; I can have copies prepared and presented 
tomorrow. 


THE WITNESS: I propose to take section 4 (p) of the 
act and discuss it. I do not think that, in detail; the 
matter has been discussed, at least at the hearings that I 
have attended, in the way in which I propose to address the 
Commission now. 

Section 4 (p) of the Act reads; "The income of farmers’, 
dairymen's livestockmen's, fruit growers', poultrymen's, 
fishermen's and other like cooperative companies and 


associations, whether with or without share capital, organized 
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and operated on a cooperative basis, which organizations 

(a) market the products of the members or share- 
holders of such cooperative organizations under an 
obligation to pay to them the proceeds from the sales on 
the basis of quantity and quality, less necessary expenses 
Pru roeervyGs cn. cs 

The first point I wish to make in connection with 
that, Mr. Chairman and members of the Commission, is that 
it a person er corporation wishes to take advantage of 
the immunities and benefits which are conferred by the 
taxation statute, he must conform strictly to its terms. 
The Act says "market the products of the members or share- 
holders." 

The £ct, in its application, has been construed to 
extend further than that to ancillary manufacturing process- 
es -- 4a construction which in my opinion eannot be placed 
on this section of it. It has been extended to other 
products, manufactured, such as ice cream. I am Speaking 
only of the dairy industry and my brief is presented solely 
from their viewpoint. Besides ice cream I would mention 
chocolate milk, homogenized cream, and a variety of other 
products including butter. Whether that is properly 
ancillary to the marketing of cream is a matter which your 
Commission will determine. 

The next point is that they shall.market these 
products "under an obligation to pay to them the proceeds 
from the sales on the basis of quantity and quality, less 
necessary expenses and reserves." 

I think a proper construction to be placed on that 
obligation to pay is that the obligation must be implemented 
within some reasonable time, In my opinion, it is not a 


proper interpretation to place on this section to suggest 
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that that obligation to pay can be deferred over a period 
of many years, as it te Gee in cases which have been 
already submitted to the Commission. 

tI pass now to the necessary expenses and reserves. 
May I refer the Commission to section 6 of the Income War 
Tax Act. .-This reads: "In computing the amount of profits 
or gains to be assessed, deduction shall not be allowed in 
respect of expenses, disbursements or expenses not wholly, 
exclusively and necessarily laid out or expended for the 
purpose of earning the income." 

It is my submission, Mr. Chairman, that the necessary 
expenses of this particular section should carry the same 
qualifications as those which appear in section 6 of the 
other Act, and I suggest that the wording should be: ".... 
under an obligation to pay to them the proceeds from sales 
on the basis of quantity and quality less expenses wholly, 
necessarily and exclusively laid out or expended for the 
POPpOSe Of ogrning the income.” That would make that 
section consistent with the rest of the Act. 

The word "necessary" may be, and 1 think has, in 
practice been applied much more widely than is permitted 
by the definition of "necessary expenses" outlined in 
Soct1on 6 (4) of the Act. 

One other reference I wish to make to this particular 
section. 

THE CHATRMaN: I would expect these remarks, Mr. 
Richardson, to come from Mr. Smith. This is not a legal 
tribunal but a Commission and therefore we are giving 
you every latitude. But legal points should be left to 
Counsel, and what you are arguing now is law. I do not know 
how my colleagues feel about it. 


MR. SMITH: The point is this, Mr. Chairman. We who are 
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lawyers are proud of the fact that we know all the law, 
but practical experience shows that chartered actountants, 
in this particular branch, have advanced farther and more 
speedily than the rest of us. 

THE CHAIRMAN: I am perfectly WLLLENE COO OR ir 
you are, My colleagues are too. 

MR. SMITH: I have been enjoying it myself. 

THE CHAIRMAN: Go ahead, Mr. Richardson. 

THE WITNESS: I have only one meee canon to make 
On this section of the Act. I should have prefaced my 
remarks by saying that this section is characterized 
by looseness of expression which is not typical of the 
Income Tax Act as a whole; and some of the criticism 
which has been directed to the administration of the Act 
is due to that looseness in wording. 

The last point to which I wish to direct the attent- 
ion of the Commission is "necessary expenses and reserves", 
I assume the word necessary also qualifies that term 
reserves" in this section of the Act. There ae Mr. 
Chairman, in the provisions of the Act only two sections 
which relate to reserves. Perhaps I may be permitted to 


read them -- and I should again say that I am not speaking 


as a lawyer but purely as an accountant. 


: THE CHATRMAN: You are speaking as a lawyer at the 
moment. 
THE WITNESS: I thank you for the permission to do so. 
MR. PARKER: Perhaps as a lawyer ought to speak, 
Mr, Chairman. | 
THE WITNESS: I would refer the Commission to section 
6 (d), which reads: 
"In computing the amount of the profits or gains to 


be assessed, a deduction shall not be allowed in respect 
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of -- (d) amounts transferred or credited to a reserve, 
contingent account or sinking fund, except such an amount 
for bad debts as the Minister may allow ana except as 
otherwise provided Lhe Unis. Bets oe 

There is one other section in the Excess Prof laa 
Tax Act, which is Pee séction 6: 

tA Rorseratian or joint stock company taxable under 
the second part of the second schedule to this Act shall 
be entitled in respect of any taxation period to deduct 
such reasonable provisions as a reserve against future 
depreciation in inventory values as the Minister in his 
discretion may allow." 

There is some more about that. These are the only 
two references which are made in the Act to reserves. In 
actual administration, the Department have allowed or 
have termed as reserves provisions which are made for bad 
debts, depreciation and depletion and this special allow- 
ance which is now inserted in the Excess Profits Tax Acta 

I am suggesting that if your Commission should 
decide not to agree to the recommendation which we have 
made for the complete deletion of section 4 (p) from the 
Act, but to adopt some modified form of that section, or 
recommend the adoption of some modified form, that reserve 
as mentioned there should be limited to the reserves which 
are allowed to the limited liabilty companies in the assess- 
ment of their annual tax. 

As I mentioned before, the word necessary in connect- 
ion with expenses is capable of too wide an interpretation 
to give equitable treatment as between non-cooperative 
bodies, who are taxed under the provisions of the Act, and 
cooperative societies, who are snabled to claim the benefit 


of necessary expenses under such a general term as is 
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recited in clause 4 (p) of the Act. 
With your permission I will now read the brief: 


"Brief submitted on behalf of a number of 
independent dairies operating in Southern 


Alberta to the Royal Commission on Cooperatives. 

"1. The present war effort of Canada, the rehabil- 
itation of the armed forces, the provision of schemes for 
publis health and social welfare which are now contemplated 
necessarily will impose a burden of taxation on the 
Canadian people far in excess of that required in pre-war 
years. This burden ought to be borne by each member of 
society relatively to his ability to meet his share of the 

ational obligations which have been assumed. If corporate 
bodies are to be taxed as separate units from their 
members, it is submitted that all corporate bodies should 
be fairly taxed on the same basis and by the same rules, 
without distinction. 

"2. The Income War Tax Act provides (Section 4) 
that ‘the following incomes shall not be liable to 
taxation hereunder’. 

'p.- Cooperative companies and associations . -- 

The income of farmers'!, dairymen's, livestockmen's, 

fruit growers', poultrymen's, fisherments and other like 
cooperative companies and associations, whether with or 
without share capital, organized and operated on a cooper- 
ative basis, which organizations 

‘(a) market the products of the members or share- 

holders of such cooperative organizations under an 

obligation to pay to them the proceeds from the 
sales on the basis of quantity and quality, less 
necessary expenses and reserves; 

'(b) purchase supplies and equipment for the 


use of such members under an obligation to turn 
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such supplies and equipment over to thom at cost, 

plus necessary expenses and reserves, 

"Such companies and associations may market the 
produce of, or purchase supplies and equipment for 
non-members of the company or association provided 
the value thereof does not exceed twenty per centum 
of the value of produce, supplies or equipment 
marketed or purchased for the members or shareholders. 

'This exemption shall extend to companies and 
associations owned or controlled by such cooperative 
companies and associations and organized for the 
purpose of financing their operations.! 

"The Excess Profits Tax Act provides that taxpayers 
exempt under the above provisions of the Income War Tax 
Act shall not be subject to the provisions of the Excess 
PuotitenTaxi Act. 

"It should be noted that the income of a business 
conducted by a private individual, the financial results 
of which are merged with his private ineome for purposes 
of the Income War Tax Act is separately treated under the 
Excess Profits Tax Act and subject to a tax at the rate of 
1S per centum under the provisions of the first part of the 
second schedule of this latter Act and to a tax at the rate 
of 100 per centum under the provisions of the second part 
of the second schedule. 

"Cooperative bodies as iefined in the Act are, 
therefore, more favourably placed than even a private in- 
dividual under the provisions of the Excess Profits Tax Act. 

"2a. Cooperative organizations as discussed in this 
brief may be classified as follows: 

"1. Those organizations which distribute in their 


original form the products of the members or shareholders 
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under an obligation to pay to them the proceeds from the 
sale on the basis of quantity and quality less necessary 
expenses and have no capital other than that contributed 
ee their present members. 

"2be So-called cooperatives, membership in which 
can be obtained for a purely nominal fee, but whose 
operations require large capital expenditure for plant, 
delivery equipment and storage in excess of the amount pro- 
vided through the issuance of share capital. It is obvious 
that as time elapses a constantly increasing portion of 
the capital facilities employed by such organizations 
has been obtained from fees, deductions or other contrib- 
utions from persons who are no longer members, owing to 
death or discontinuance of their former activities. 
Eventually a situation will be reached in which substant- 
lally the whole of the capital requirements have been 
provided by persons whose estates have much less interest 
in the cooperative than have the shareholders in a non- 
cooperative business. As will be shown from the case 
cited in this brief such capital contributions of former 
members may be evidenced by the issuance of so-called 
participation certificates although there is no possibility 
of such certificates being paid if the present members of 
the cooperative are to receive current market prices for 
their product. 

"Other methods under which capital facilities have 
been provided by deductions from the price paid for the 
product of former members will no doubt be obvious to the 
Commission from an examination of the accounts of cooper- 
atives of this nature and to which we have no access. It 
is, therefore, submitted that the earnings resulting from 


the employment of substantial capital contributions of 
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persons whose estates and successors may have no voice 
in the present management of such cooperatives are even 
less entitled to exemption from taxation than are the 
earnings of a non-cooperative organization. 

"The persons supplying produce to such organizations 
will eventually bear as little relationship to the persons 
who have supplied the greater portion of their capital 
facilities as have shareholders of a corporation to the 
persons from whom their purchases are made and should be 
entitled to no more considerate treatment. 

"2c, It has been found very Simple to render nugat- 
ory the protection which Parliament intended to extend to 
oe =6 co perative business by providing that - 

‘Such companies and associations may market 

the produce of, or purchase supplies and equipment 

for non-members of the company or association 

provided the value thereof does not exceed twenty 
per centum of the value of produce, supplies or 
equipment marketed or purchased for the members 

or shareholders. 

'This exemption shall extend to companies 

and associations owned or controlled by such co- 

operative companies and associations and organized 

for the purpose of finencing their operations.! 

"No better illustration of the manner in which this 
provision is nullified can perhaps be cited than the 
following excerpt from the Articles of the Southern Alberta 
Dairy Pool as revised by extraordinary resolution on 
June 22nd, 1944 and registered on July 5th, 1944:" 

This information, with the balance sheet furnished 
as an appendix to the report, was obtained by my representat-e 


ive from the Registrar of Joint Stock Companies in Edmonton. 
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‘Any person engaged in the production of dairy 
or pultry products for Marketing in the province of 
Alberta will be entitled to membership in the Association 
upon paying a membership fee of One Dollar ($1.00), and 
Shall thereupon have theright to vote for a delegate or 
delegates in his division and shall have property rights 
in the Association to the extent that he is proportionately 
entitled in accordance with the Memorandum of Association. 

‘Provided, however, that any such person who 
delivers dairy products for marketing to the Association 
Shall be deemed to have made application for membership 
therein and the Association may deduct the membership fee 
herein provided from the first payment to be made to him 
therefor or from the first dividend payable to him, and 
shall thereupon mail to him a membership Certificate, 
and on and after thirty (30) days from the mailing of such 
certificate the said person shall be deemed to be a member 
of the said Association unless he has sooner discontinued 
marketing his said produce through the Association. 

'No person shall be or remain a member of this 
association unless he is and remains qualified as provided 
herein, nor unless he shall market and deliver dairy 
products produced or acquired by or for him through the 
association, but no such person shall cease to be a member 
unless and until the directors by a majority vote pass a 
specific resolution to that effect.' 

"It is apparent of course that such a provision in 
the constitution makes it impossible for any person who 
Ships produce to such an organization to avoid becoming a 
mcomber, even though no contribution is presently required 
from him and he has entered into no contract of any kind 


with the concern to which his produce has been shipped. 
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"3. The exemption from taxation provided by the 


foregoing paragraphs confers on the cooperative bodies 


as defined in the Act marked competitive advantages. 

These societies are not subject to the regulations issued 
pursuant to the Act. They have untrammelled powers in so 
far as taxation is concerned ag to expenditures for ad- 
vertising, repairs and maintenance of plant, and any other 
expenditures which may aid in the development of their 
business, 

"4, Capital investment of the individual ana of 
other corporate bodies can Only be made from accumulation 
of funds diminished by the toll of present taxation 
statutes, | 

"The question of capital investments made Cy CcOOp- 
erative societies was considered in 1920 by a British 
Royal Commission on Income Tax. We quote the following 
from the report of that Commission; 

"554. We will now consider the income derived by 

a cooperative society from the investment of its 

reserve funds. We have already said that there 

appears to be no sound reason for differentiating 
between reserves invested in stocks and shares and 
reserves invested in property, and we recommend that 
the income from invested reserves Should, irrespective 
of the particular mode of investment, be subject to 
tax. 

'555. We recommend in effect that a society should 

be treated exactly as a limited liability company 

trading in similar circumstances and under similar 
conditions, and if our proposals are acted upon it 
will be necessary to amend the existing law in so 


far as it confers special exemption on cooperative 


se tis : . = > on 
etd age Abs ote | otte ea wove Acte 
ney - rt 

A Hohe! we rae I 5 aa # 
Be a jibe siedates ie kote ai sf 
te 


eA 


x 
“Te 
ot 


ae 


7 ; 6 ee z 7 . a ; } 
woyee Lei, Le ae on TOC on ee 
i A oanaciae a vey 
ae 7: ty oe a 


nis ph ot 


pita 
echo gona 


By he eye Rept hese om ree | + fige o aofbad eiaxoqiods: ta déo | 


i 


etn ebpat “ae, 7 


' 
wo tultarooe evitare 


=F A ioe ) fs Vou, 7 


ae : a = 
Ror eco P ‘ 
Y "eT say 
7 } \ ae ' civ’ AINKG a 
Fey EES : : 
! ia tel 
‘ 
i 
«, & ‘ 
1 ad 
i 
Lane 
= 
i? 
Pee 
‘ pee 
- ae ae 
gus 
: 
e 4 
ay ean 
f eA 
as 
pr a 
‘ 
t | 
‘ te ous DOH 
. ce a = bed 
. 2 
7 


B-658 | -658- Mr. Richardson 


societies. 

'956. In making these recommendations we are of 

opinion that we are not in any way enlarging the 

scope of the present income tax. We have not 

sought to widen or to narrow the conception 

of the trading profit for we-think that from the 

transactions of a cooperative society with its 

members a true trading profit can and does emerge.' 

"As we have pointed out earlier in this brief the 
reserves set aside by cooperative societies may appear 
under various captions in their published accounts. in 
the case of the Southern Alberta Dairy Pool they are 
principally represented by so-called participation 


certificates issued during the years 1929 to 1934," 


That statement was made pursuant to the balance 
sheet which I have received. Listening to the evidence 
this morning, I understand that participation certificates 
are now only outstanding as from 1934; but this was the 
latest balance sheet available to me in the Registrar's 
office. Continuing: 

"Value of the fixed assets shown by the Balance 


sheet of 3lst January, 1944, is as follows: 


Land 9,988.00 

Buildings, Machinery 
PEUOKS, OC. 97,115.49 

Less reserve for | 
depreciation 09,207.84 57,887.65 67, 875.60 


The total amount shown by this Balance Shest as representing 
the members equity is $32,648.15 nade up as follows: 


Participation certificates - 


Issued 198 to 19354 24,472,85 
Issued 1943 . 5,869.19 
Membership fees 1,581.00 
Due to members re undistributed 

small balances 725 sb 


$32,648.15 
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"As no other account representing capital contrib- 
utions is shown by this statement it is evident that the 
participation certificates for the years 1929 to 1934 
can only be paid by increasing present current liabilit- 
ies unless true capital contributions are made. 

"Se <A necessary sequence of the exemption from 
taxation is the accumulation of large surplus funds and 
reserves which are being used in some cases to purchase 
competing plants. 

"These surplus funds have in the case of the 
Northern Alberta Dairy Pool been used to acquire plants 
from non-cooperative organizations to such an extent as 
CO £IVSs.Uni smpood! 2 virtual monopoly over very large 
districts in the northern part of the province. Due to 
the restrictions imposed by provincial regulations as to 
the issuance of new creamery licenses such a monopoly is, 
se long as these regulations exist, safe from any competiticn, 

"Due to the high level of economic activity which 
has existed during the past few years this and other co- 
coperatives have been able to build up large surpluses 
for expansion. Non-cooperative business with a minimum 
tax on corporations of 40 per cent, and an excess profits 
tax of 100 per cent less the refundable PeBLLon prhave 
only been able to retain 70 per cent of the standard profit 
established by the record of their earnings in the four 
years preceding the war, or 70 per cent of the amount 
established by the Board of Referees as the standard profit 
for that particular business. Non-cooperative business is, 
therefore, severely handicapped in its efforts to set aside 
the necessary reserves for post-war industrial expansion. 
The trend so long as taxation exists in its present form will 


be towards a constant increase in the number of associations 
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and volume of business transacted by cooperative concerns. 


The attached schedule of statistics of cooperation 
attached to this brief shows that the number of associat- 
ions has grown from 686 in 1933 to 1,722 in 1942 -- the 
last year for which information is available. It will 
be noted that the number of associations has grown its 


greatest growth during the present war -- 


1940 peacoat 
1941 1,395 
1942 1,722 


"6. The difficulty of formulating "regulations for 
taxing the income or profits of cooperative societies 
when these are treated differently from other corporate 
bodies is shown by the experience of Britain and other 
countriss and in Canada has led to the appointment of the 
present Commission. 

"Speaking in the House of Commons on lst December, 
1925, Winston Churchill stated: 

'There is, however, no general exemption from 
income tax enjoyed by cooperative societies. If reference 
is made to the Report of the Royal Commission on income 
tax, it will be seen that the tax paid by the societies 
and their members under the legal provisions which governs 
their cases does not greatly differ....from that which 
would be payable under the ordinary income tax law.'! 

"By the provisions of the Finance Act of 19335 
Registered Societies -- wholesale, retail and producer and 
mutual concerns became taxable to the same extent as 
limited liability companies trading in similar circumstances. 

"From the latest information available to us we find 


that the following countries taxed cooperative income in 
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1934 or earlier. 


France - 


Norway - 
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Cooperatives subject to the industrial and 
®ommercial profits tax the same as private 
enterprise. 

Cooperatives became subject in 1933 to 

‘an income tax not only on the income 
yielded by the property, but on the entire 
income, also that part of the surplus which 
is paid the members as bonus, discount on 


purchases or the like.' 


Switzerland - At the end of the last war, the 


oe i 


Oe - 


Holland - 


federal government 'War Tax' taxed one 
half of the dividends to members and in 
1934, the crisis tax did the same. 
Various Cantons tax cooperatives with 
respect to dividends, in addition to tax 
on their capital assets and annual reserves: 
No tax on patronage dividends in four 
Cantons. 
Partial exemption of patronage dividends 
in eight Cantons. 
Tax levied on whole patronage dividend 
in twelve Cantons. 

In 1917 a special law dealing with the tax- 
ation of dividends was passed which has the 


character of an Act for the taxation of pro- 
fits. The view of the revenue officials 

of that country appears to be that: 

The members of the society, by getting their 


dividend make a profit on the sales to non- 


members who get no dividend. 
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ee - The dividend is paid on the total amount of 
purchases and does not correspond with the 
surplus on each class of articles. 

3e - The amount of the dividend depends on the 

years.surplus or loss. 

"Harlier in this brief we have spoken of the ease 
with which the provisions of Section 4 p. of the Income War 
Tax Act with reference to sales to non-members can be 
rendered nugatory. 

“If reference is made to the financial statement 
of, the Southern Alberta Dairy Pool for the fiscal year 
ended Jlst January, 1944, appended to this brief it will 
be noted that the provisions of the section which require 
the tax exempt tot 

"(a) market the products of the members or share- 
holders of such cooperative organizations under an oblig- 
ation to pay to them the proceeds from the sales on the 
basis of quantity and quality, less necessary expenses and 
Teserves . 
have not been complied with by this organization. 

"Miscellaneous profits resulting from transactions 
in eggs and poultry, honey and cans 


anounted to 4,660.18 in the case of the Calgary 
Branch 


and a loss of 503.22 in the case of the Acme 
Branch 


A net result of #,356.96 from these miscellaneous 


operations 
The net trading profit for the 
year as shown by the statements 
amounted to 10,297 .83 
Miscellaneous profits as above 4,356.96 
Net income from Mayfair property 428.14 


Total net income for the year 15 , 082.93 
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Less estimated provision for final 
Payment on 1943 butter fat purchases 14,410.00 


Net profit for the year Sn p OPO Do 


"We direct the particular attention of the Commission 
to the fact that a portion, approximately one-third of the 
final distribution in connection with 1943 butterfat 
purchases resulted from transactions not connected in any 
wey with the production of butterfat on the farm and is 
as truly a 'dividend' as any dividend paid by a non- 
cooperative organization. 

"7. The operating profits of any business which 
result from trading with the general public arise from 
the same causes and are of the same character. They are 
not affected by the form of organization whether indiv- 
idual or corporate. In equity, therefore, all such 
profits should be subject to the same taxing statutes. 

"In the principal cities of the province of Alberta 
the distribution of fluid milk products has, for a number 
of years been under the supervision and control of the Board 
of Public Utility Commissioners. This Board has power 
to define the area from which the milk supply may be 
drawn, to license the producers who may ship milk and 
cream, to regulate the standards to which the product 
must conform, to set the price to be paid to the producer 
and to fix prices to be paid by the consumer. 

"It is generally admitted that the operating margins 
between the prices paid to the producer and the prices 
at which the various products may be sold to the consumer 
in Calgary are at least as small as in the case of any 


city of comparable size on the North American Continent. 
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"The Board of Public Utility Commissioners has 
on many Occasions held public enquiries at which they 
have taken evidence both as to costs of production and 
OF distribution. In fixing the prices to be paid to the 
producer the Board must necessarily have taken all factors 
into consideration and particularly the necessity of giving 
a fair price to the farmer so as to ensure a satisfactory 
civic milk supply under all conditions and at all seasons. 
The system of eheseeeeas milk shippers and restrictions on 
the number of licenses resulted for some time in very sub- 
Stantial prices being paid for milk quotas, that is the 
right to ship a certain stated quantity of milk to one 
Of the distributors." 

MR. SMITH: Will you explain that. 

THE WITNESS: The Board has fixed from time to time 
the amount of milk which a distributor may produce and ta); 
be allowed to ship to one of the dairies. Any quantity 
in excess of this which may be Shipped is what has been 
bermed surplus milk. Surplus milk carried a much lower 
price than that which was delivered in respect to the 
quota which has been described. If a man wished to extend 
his business and obtain a larger portion of milk at a 
high price he could go to another person who held a quota 
and buy it from him, sometimes at rather fantastically 
high figures. I haven't any in mind now, but astoundingly 
high figures have been paid. 

THE CHAIRMAN: Each quota is subject to geographical 
competition. 

THE WITNESS: They can find shippers to an area. 
First of all, when the district was established, it was 
confined to persons shipping in that particular area. 


The reason for that was that in the past some difficulty 
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had been experienced in obtaining a satisfactory supply 
from outside areas under certain weather conditions such 
as bad storms, and the Board deemed it advisable to try 
to encourage, within a reasonable radius of each of these 
controlled areas, a satisfactory production of milk. 
Continuing: 

"Under these circumstances fair prices to the 
producer having been assured, it is submitted that any 
profits which may have accrued to the milk distributors 
whether cooperative or non-cooperative are the result of 
the employment of capital and of labour and are in every 
sense true profits and as such should bear their relative 
share of the national tax burden. 

“We have been unable to obtain particulars as to 
the constitution by-laws and financial statements of the 
Co-operative Milk Company distributing milk, cream and 
other allied products in the City of Calgary. We are, 
therefcre, unable to offer comment on their operations as 
reflected by their annual accounts. Neither have we been 
able to obtain similar data in connection with the Central 
Alberta Dairy Pool. 

"Our comments in connection with the Co-operative 
Milk Company, Calgary, are therefore of a general 
cnaracter. 

"The test of a true cooperative qualified for ex- 
emption under section 4 p. of the Income War Tax Act is: 

'It must be a ccoperative of primary producers, 

which markets the preducts of the members or 

shareholders.! 

WAL] producers cf manufactured goods or articles 


are, therefore, excluded from the benefits conferred 
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On primary producers by this Statute. 

"The Co-operative Milk Company manufacturers and 
distributes the following manufactured products in the 
City of Calgary: 
1. Homogenized cream. This is cream the fat 
globules of which have been broken by the 
process of homogenization. 
&@e Chocolate milk 
5S. Manufactured buttermilk 
4. Ice cream 
"We ane of the opinion: that the preduetion of these 
manufactured products cannot be said to be ancillary to 
the marketing of the product of the members or shareholders. 
The manufacture and distribution of these products should, 
therefore, automatically place this Company on exactly 
the same basis in so far as taxation is concerned. as the* 
of the other companies distributing milk in the Calgary 
district. Otherwise it would appear that there is nothing 
to prevent a tax exempt cooperative milk company from 
manufacturing casein from milk, using the casein for the 
production of paints, glues and all the varied substances 
of which casein may form the base. 

"In equity, therefore, we submit that the present 
Statute should be administered strictly in accordance 
with its terms and that the words ‘market the products of 
the members' cannot be extended to cover products which 
are the result of manufacturing processes. 

"We have no information however as to whether the 
Co-operative Milk Company has been assessed under the Income 
War Tax Act on the whole or on any portion of its a@arnings,* 


I would like to withdraw the next paragraph and 
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also the appendix to which it relates. I have since 
igarned that the list is not strictly accurate. It is in 
connection with the plants required by the Northern Alberta 
Dairy Pool. The affairs of that association will be dis- 
cussed in Edmonton and there is no purpose in discussing 

it here, so that I have not endeavoured to obtain the 
correct list. The list is on page twenty-two. In other 
words, I wish to withdraw page twenty-two and the last 

but one paragraph on page seventeen. Continuing: 

"Perhaps no better illustration can be cited 
Showing the extent to which the Central Alberta Dairy 
Pool is prepared to go for the purpose of eliminating 
non-cooperative competition than the following letter: 

Olds, Alberta, 
January 11, 1945. 
Moser necharason, Ci. Ay 
c/o Messrs. Eric Richardson & Graves, 
903-904 Lancaster Building, 
Calgary, Alberta. 
‘Dear Sir, 

‘With reference to your inguiry regarding the 
terms, ete. under which I sold the creamery business 
formerly operated by me in the town of Olds, 1 beg sto 
give you the followings information: 

'This business mee mained by me in the year 
1935 from the Central Creameries Limited at a cost of 
$6,800, giving to that company the offer to re-purchase 
this business at any time by paying the same amount as 
that which might be offered by any other company or 
association. The business was solid in august, 1944, to 
the Central Alberta Dairy Pool. During the intervening 
period I expended the sum of approximately $9,000 on 


additiona and improvements to the premises and in the 
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purchase of a milk route. the cost of the latter being 
Gigoog, 

I do not know whether that $1,000 is included in 
the $9,000 or is in addition to it. I have not checked 
that. Continuing: 

"The annual production of butter at the tine I 
purchased this business wags 175,000 pounds and in July, 
1944, the annual production was at the rate of approximately 
075,000 pounds. 

"On July 2, 1944, a very severe loss by fire 
occurred to the machinery and premises; the amount re- 
covered from the insurance company being $12,500. In 
August, 1944, no repairs to the building having been start- 
ed nor new equipment installed, I sold my business, good- 
will, and plant in its damaged conéition to the Central 
‘Alberta Dairy Pool for $37,500 and in addition retaining 
for my own account the $12,500 i collected from the 4us-— 
uUrance company. In accordance with the terms of the option 
given at the time this business was purchased the Central 
Creameries Limited were given the opportunity to re-purchase 
the business on the same terms as those offered by the 
Central Alberta Dairy Pool, but this company expressed the 
Opinion that any such price was altogether too excessive. 

TOULS Very. UML yy 

(Signed) A. A. Dunkley 
‘You are at liberty to use this information in any way 
you may wish. 

(Signed). A. A. Dunkiey.? 

"Under the restriction which prevails as to the 
granting of creamery licenses in this province, it is obvious 
that producers of cream in the Olds district are now under 


the practical necessity of shipping their produce to the 
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cooperative organization even although they formerly 
shipped to a business operated under individual owner- 
Ship. 

Na, 2 Ee therefore, recommended: 

"l. That no distinction shall be made between 
the taxation of cooperative societies and other corporate 
bodies and that regulations issued pursuant to the Income 
War Tex Act and the Excess Profits Tax Act shall be uniform-. 
ly applied to each form of organization. 

"2. That paragraphs 4 i. and 4 p. of the 
present Income War Tax Act be rescinded. 

"do, That patronage dividends if disallowed as 
an expense of non-cooperative Organizations be also dis- 
allowed as an expense of cooperative societies. 

"4, That if patronage dividends are to be 
allowed as an expense in determining taxable income, the 
payment of such patronage dividends whether evidenced by 
the issue of participation certificates or in any other 
manner, must be paid in cash within six months of the close 
of each fiscal period in respect of which such dividends 
have been issued," 

The purpose of putting in six months was that that 
is the time permitted by the Income War Tax Act for corp- 
orations to file income tax returns, and it is therefore 
considered a reasonable time in which the income of a 
corporate body may be determined. Continuing: 

"D. That if the-provistons of Section 4 aes 
are not rescinded in their entirety, that the use of the 
word reserves in ‘necessary expenses and reserves' be 
defined as including only such reserves for bad debts, 
depreciation, etc., as are otherwise permitted by this Act 


in the assessment of other limited liability companies. 
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Vow That if the mrovisions of Section 4 p. of 
the Income War Tax Act are not rescinded in their entirety 
that provision be made providing that the portion of the 
earnings of a cooperative society which may fairly be 
ascribed to the employment of labour by the society and to 
the use of its capital resources receive no more favourable 
treatment than profits resulting from these factors in 
the case of other limited liability companies. 

"In conclusion it is submitted that corporations 
and cooperatives each have a place in modern society. They 
are methods under which the resources of many are combined 
to make possible the development of the resources of this 
great country. Hach form of organization enjoys the benefits 
and advantages provided by the State for all its members 
whether corporate or individual cooperative societies and 
limited liability companies are in the view of the law lesw 
entities, whose members have no personal liability for the 
debts of the organization of which they are members or 
Shareholders. Having as corporate bodies separate status 
under the law each should bear an equal share....” 

I wish to change the words “an equal" in this line 
and to say instead “its fair share." Continuing: 
*.......20f the burden of taxation rendered necessary by a 
war fought to preserve the principles of justice, equity 
and freedom upon which this nation has been founded. The 
late Josiah Stamp in his Principles of Taxation stated ‘If 
the State wishes for national reasons to benefit or assist 
certain trades, I think, in general the worst method is 
by discrimination or differentiation in taxation.’ The 
corporations and individuals on behalf of whom this brief is 
presented recognize their obligation to meet their proper 


share of the onerous taxation rendered necessary by this war. 
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They do not believe, however, in any concept of taxation 
uncer which the present emergency is being applied to 
benefit their competitors at the Naticnal expense," 
Documents filed with brief: 
(a) Exhibit 1 - Statement of Operations for the year 
enced 3lst January, 1944, Southern 
Alberta Dairy Pool 
(bo) Exhibit 2 - Statement of Manufacturing Costs 
for the year ended Slst January, 1944, 
Southern Alberta Dairy Pool. 


(a) Exenibit.3 


Statement of Miscellaneous Operations 
for the year ended 31st January, 1944, 
southern Alberta Dairy Pool. 


(a) Exhibit 4 


Selling and Administration Expenses 
for the year ended 31st January, 1944, 
Southern Alberta Dairy Pool, 


(e) Schedule - Covering Monufacturing Expenses for 
the year ended 3lst January, 1944, 
Southern Alberta Dairy Pool. 


(f) Balance ~ Southern Alberta Dairy Pool - 
Sheet AS at dlst January, 1944, 
(2) Schedule - Covering Statistics of Co-operation 


Lrom 2035. $Gna04 oe. 


OY lik. PARKERS 

Q The last sentence but one in the brief, Mr. 
Richardson, is argument in 1 sense, but an inference 
may be seat from it. You say that the corporations and 
individuals on behalf of whom this brief is presented 
recognize their obligation to meet their proper share of 
the onerous taxation rendered necessary by this war. Do 
you seriously suggest that they recognize that obligation 
any more freely than do thoss persons engaged in the 
cooperative societies? Ae JI am afraid I don't exactly 
get the question. 

Q- i will put it again. Don't answer if you do 


not understand. You say: "The corporations and individuals 
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on behalf of whom this brief is presented" -- that is, the 
independent companies, the non-cooperatives? As OLCss 

Qe "..-recognize their obligation to meet their 
proper share of the onerous taxation rendered necessary 
Gyo tiisower eA Se think that is ¢correct. 

Q- Do you think it would not be equally correct if 
you made that statement in regard to the cooperatives? 

A. Nowa. 1 Gon" agree with that at all. 

Q- You don't think they recognize their respons- 
ibility? Aw Notves faryas Il eather. Theycdo everything 
Ubsyoceom tovavord taxation. 

Q- In what way do you consider they do? Do you 
consider they evade their obligations? A. Yes. 

®. Tellvme. I uss-tihe word evade and not avoid. 

A. But I used the word avoid. I would not say evade; they 
avoid. 

Q- Do you not agree that the Limited companies do 
everything in the law to avoid taxation? A. The Privy 
Council has said so. 

Q- The highest court has said so? A. A man may so 
order his affairs that he can draw on himself the least 
incidents of texation, 

Q- We both understand that. But speaking as a 
chartered accountant, has it not been your experience that 
they do that very thing -- that they do everything they 
can to avoid taxation. A. Every corporation and every 
individual has a right to do that. 

Q- Cooperatives included? A. Yes, if they find 
them. taSy Dave,a right to: do so they can do it. 

Q- But you think that under a proper interpretation 


of the law they are escaping some obligation? A. They 


are receiving -- 
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Q- Just wait. You think they are escaping some 
obligation which a proper interpretation of the law would 
impose upon them. Is that your position? A. They are 
receiving benefits which in my opinion the statute does 
not confer upon them at the present time. 

2- Do you consider that an answer to my question? 
ae Do I consider what? 


Q Do you consider it an answer to my question? 


Q- Dol understand that your suggested remedy here 
aSeuoerepeal @sectieon 4 (p)? TAR. Yes. If 4 (py) de res- 
cinded there is of course no necessity for the application 
of those other matters which I have recommended. 

Q. Therefore, taking this company to which you 
have devoted considerable -attention in your brief, the 
Southern Alberta as you understand the workings of that 
company, if 4 (p) were washed out they would be taxable? 
A; In respect of the later years, yes. It'would also 
depend on the interpretation which might be placed by 
the department on the patronage dividends which they 
are paying. 

Q. That is what I thought. One or two more questions, 
At the beginning cf page 3 of the brief you lay down a 
sort of primary thesis on which, it seems to me, a good 
deal of your argument depends. The strength of your 
argument may depend upon the accuracy of that original 
assumption, that this burden of taxation ought to be borne 
by each member of society relatively to his ability to 
meet his share of the national obligations which have been 
assumed. I don't quite understand just how that would work 


out. What do you mean by that? Ae Taxation ought to 
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be borne by each individual according to his ability. 
Don't misunderstand me. 

Q@- <#A&ccording to abllity to pay? A. According to 
his ability to pay; that is what I mean. I don't mean 
that ability to pay necessarily depends on the individual's 
income. 

Q- Let us take these points one at a time. You sub- 
seribde to the theory that taxation should be distributed 
according to ability to pay? As Less 

ae The word “individual’ 1s noo amitheres “by cach 
Wember of s-clety". bie LeSs 

@ Do you in that definition include a limited 
company as a member of society? In that sense I know it 
is not human. &.- 2 inelude it as corporate. 

Gs. 4&8 Cne of the persons who ought to stand their 
Share? A. Yes. 

Q- You likewise include a cooperative assceiation 
Gsra Similar person? A, Yes. 

Q- And do you regard those two persons in all 
respects as the same in so far as taxaticn is concerned? 
ie 1 1O8's 
Q- No distinction whatever? 4. No distinction, 

Qe You do not subscribe to the theory that there 
are considerable differences, both in their purpose in 
coming together, the cbjects for which they come together, 
and the services they render, the business they carry on? 
Is none of these things, you say, is there any distinction 
between the two? A. No, D Gon’ Say thay. st oorerias 
from the taxation standpoint they should be regarded as 
on the same basis. 

Q.» I can hardly follow that unless you go further 


and say they ere the same. &. They are corporate 
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bodies and should bear the same share of taxation, 

Q- But dc they do business on the same basis? That 
ie ty point? A. The manner of doing business is ident- 
ical, I think. The only difference is in regard to the 
distribution they make of earnings. 

Q- Well, isn't that a part of the way they do 
business? & That is the distinction. 

Q. You say first that there is no difference, and I 
understand you to say now that there is no difference 
except with regard to that. A. With that qualification. 

Q- That is your considered view? A. Yes. 

@e)10U realize of course thet it is quite different 
from the view held by a large number of people? A. Yes; 

I understand that. 

THE CHaIRMAN: Is ability to pay the only test you 
apply to taxation, Mr. Richardson? 

tno WETNESS) I think so... don’ tisubseribe, to tne 
benefit theory but I would not be prepared to argue that 
with Professor Elliott or with Mr. Nadeau. However, it is 
my idea. 

BY MR. PARKER: 

Q. But your brief is built on the general assumption 

Piavlyour Opinion 1s correct. Bye Lesa 
BY MR. ELLIOTT: 

9. Mr. Richardson, will you explain your statement 
that there is only the one difference which you have 
nentioned between various sorts of concerns, so far as 
tax purposes are involved, I have this inmind. It is 
true, is it not, that an ordinary limited company sells 
shares which give to the owners certain rights in the 


distribution of the profits of the company? A. Yes sir, 
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Q Some companies at the outset are able to reise 
very considerable sums of money by the sale of those 
shares if their prospects look bright? A. Yes. 

2. Why do people buy those shares? A. Because 
they expect to receive an income from the investment 
they make in such shares. 

Q- Do you think that is one of the advantages con- 
ferred on a corporation by being incorporated? A. There 
ero Cuner Tacvors too. 

Oa tebiev one?  ' A. it Te one or tien. ved: 

Q. Do you think it would be able to sell its shares 
as readily if it said to prospective shareholders, "We 
are not going to pay you anything"? fi. I doubt whether 
they would be able to sell them at all. 

Q. Is it an advantage, does it increase a person's 
ability to pay, if he has at his command a considerable 
fund of resources for investment? A. Undoubtedly. 

Q. So that a limited liability concern which has 
sold shares promising a return to members could possibly 
obtain large amounts of resources initially, and that 
would increase its ability to pay taxes®? A. No. I 
Uti kooea, La wrone, Mr. Elliott, 

OO. Tell me where. A. The ability to pay ia not 
coincident with its liability to pay taxes. A company 
may have enormous resources but have no liability for 
the purpose of paying taxes because it may have no 
income, 

OH. TL agree with you. It is more likely to be able 
to get income under promising circumstances, however, if 
it can secure control of resources? A. That is true. 


Q. And if it cannot secure control of resources 


it is not likely to have any great ability to pay, at the 
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beginning at any rate? A. I have seen corporations of 
both types, some of which started with very limited re- 
sources and showed substantial earnings from the beginning. 
I have seen corporations that started with a large capital 
unable to pay dividend requirements on preference shares 
from the beginning. 

Q. In the case of these small companiss they just 
could not? A. In some cases they had nothing except the 
ability of the proprietors and their experience in their 
particular line of business. 

Q- And in that case, ability to sell shares was not 
of great advantage to them? A. It would not be generally 
known to the public. 

Q- In the case of other companies, large amounts 
Dave Veen raised initially? «A. Yes. 

Qe Another question. Would you consider that that 
is the difference between some cooperatives and some 
ordinary companies -- ability to attract capital initially? 
A. Oh, I think so, yes. I would agree with that. 

Q- I don't want to take too much of the time of the 
Commission but there are a number of points on which I 
would like you to give me your opinion. I am not an 
accountant; there are three of us on the Commission who 


are not accountants. Another question. You have among 


your clients both incorporated and unincorporated concerns? 


As Yes. 

Q- tn the unincorporated business, income accruing 
during the year is subject to personal income tax in 
the hands of the tax payer during that year? A. Yes. 

Q- And in the case of a corporation the earnings 


of the corporation are not necessarily subject to income 
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tax. A. No, unless a dividend is declared. 

Be) DO Lbao the Board of Directors of the corporation 
have some discretion in determining when these profits 
Shall be subject to personal income tax in the hands of 
individual shareholders? A. Not entire discretion under 
the Income Tax Act. 

%- There is, I know, a clause under which the Com- 
issioner may require the corporation to distribute and if 
it does not so distribute it shall be deemed to have dis- 
tributed. To your knowledge, in the cases you have dealt 
with, has that clause ever been acted on? A. Only on one 
occasion. 

Q.- Would you care to give me your opinion as to 
whether it is a clause which it is easy to administer and 
enforce? A. No, I would not think it is, aud Lothink 
that is the reason it has not been more generally applied, 

Q. So that within fairly wide limits the Board 
of Directors has some discretion as to when the stockholder 
Shall receive? A. Undoubtedly. 


Q. That differs from the ordinary partnership? 


Q- Or business under sole proprietorship? A. Yes, 

2+ In the case of an unincorporated business, if 
the owner wishes to turn back for reinvestment in the 
business some of the earnings of a particular year, he first 
has to pay the personal income tax and any excess profits 
taxes before reinvesting? A. Yes. 

%  j<dIn the case of a corporation the funds reinvested 
are not subject to personal income tax? A. No, but they 
have already been subjected to the other taxes you have 


mentioned. 
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Ge Dodo not iho whether this is a fair question. 
but in your opinion, in your experience, do boards of 
directors actually take into account the height of personal 
income taxes in determining dividend policy -- now and 
then, or usually? A. “WL thinkoyou would have to classify 
corporations into different categories to say that. If 
you are speaking of public companies, I would say that is 
NOG ay Leaotver! at) ally 

Q- But in some private companies? A. In some 
private companies it may be. 

Q- Perhaps I should not ask you this, seeing that 
you have not the information, but do you think it would 
be reasonable to inquire into the advantages and character- 
istics of the cooperative in the same way in which we have 
been comparing unincorporated business with the business of 
corporation, to see whether the cooperative fits into this 
scheme from the standpoint of advantages or disadvantages? 
Ase) Lip ont, 

2. You think that would be reasonable? <A. Yes. 

Q+ One more question -- these questions are relat- 
ively simple I think. On page eleven of the brief you have 
given some statistics? A. Yes. They were taken from the 
Canada Year Book. 

Q- Do you intend us to conclude that the total 
business of cooperatives has grown during this period, or 
do you intend us to compare this growth with the growth 
of business in general to see whether cooperative or non- 
cooperative business -- Aw Pardon me for interrupting, 
Sir. The purpose was merely to show the growth of cooper- 
ative business. I have no information to enable me to 


compare it with non-cooperative business, 
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Q With regard to the letter from Mr. Dunkley,, 
you included that because you thought it would have an 
important significance for us? A. No. TI included it 
because the terms of reference referred to the growth of 
cooperatives. That was my purpose. 

Q. I have been very much interested in 2tjaesoe 
Matter of fact. Have you any information that would help 
you to answer this question: Supposing the facts present- 
ed here are correct, would it appear to you that the price 
paid to Mr. Dunkley was a good DLige, Ort Coz you care to 
express an opinion on that? A. JI would say it was the 
price paid for a monopoly, but it was a price which the 
ordinary corporation probably could not meet because of 
the situation in which they are placed. 

Q- You would suggest that the pool can pay that 
price? A. Yes, because any profits they make are not 
diminished by the toll of taxation under the statute. 

Q. So that they are paying to Mr. Dunkley part of 
the profits they expect to realize from tax exemption? 

& That is my conclusion; it is the inference I wish the 
Commission to draw. 
BY MR. PARKER: 

Qe On page four of the brief you state: "Cooperative 
bodies as defined in the Act are, therefore, more 
favourably placcd than even a private individual under the 
provisions of the Excess Profits Tax Act. When you say 
"defined in the Act", you mean the Income War Tax Act? 

A. Yes. 

Q- Will you tell me where cooperative bodies are 

Geri neg@min ethathAct sy .AvalVYés onsk Mean, organized under the 


provisions of section 4 (p). That is what I mean by their 
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being so defined. 
Q- Theat deals with a lot of things. Where did you 


get your definition? That is something the Commission 


has been striving to find out. The Commission has been 


endeavouring to find out what a cooperative body is, and 


if there is a definition in the Income War Tax Act we 
have been wasting our time on a long trail. Can you tell 
me? fe Shall I say what I intend to convey? 

One Gee A. It is a body which markets the products 
of members or shareholders under an obligation to pay to 
them the proceeds from sales on the basis of quantity and 
quality less -- and this is the definition in the Act -~ 
less necessary expenses and reserves. 

Q. Let us read section 4 (p) once more: "The income 
of farmers', dairymen's, livestockmen's, fruit growers’, 
poultrymen'ts, fishermen's ae other like cooperative 
companies and associations...." Is there anything there 
that prevents cooperatives, supposing they start as true 
farmers' cooperatives, branching out into other types of 
business if that is done for the convenience of farmers? 
A. No. 

Q- Do you see anything in the Act to prevent that? 
A. No. I don't see anything to prevent it, 

Q- Could they go into the manufacturing business. 

MR. SMITH: You are making him a better lawyer now. 

MR. PARKER: Well, he has purported to give his views 
on the Meo unneraei cy of the section. 

THE WITNESS: I am afraid I am missing the point of 
the question. | 

MR. PARKER: It would appear that your Counsel does not 


want you to answer it, so I will not bother you. 
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THE CHAIRMAN: In your preliminary statement you did 
enter into questions of law. 

THE WITNESS: 4nd now I am faced with the problem of 
answering questions of law. As a matter of fact, however, 
I said I was speaking as an accountant and not as a lawyer. 
I never assumed any knowledge of law. 

MR. PARKER: Aman can get up and assure us that 
he will not be profane and then pour forth a steam of 
profanity, but the mere fact that he said he would not be 
provane does’ not prove that he isn't. However, we will 
NOL eraue it. 

THE WITNESS: I may have discussed the subject but not 
as a lawyer. 

BY MR. ARNASON: 

Q.- May I ask Mr. Richardson a question which bears 
to some extent on the definition included in 4 (p). On 
page sixteen of your brief, Mr. Richardson, you say this: 
"The test of a true cooperative qualified for exemption 
under section 4 (p) of the Income War Tax Act is: ¢tIt 
must be a cooperative of primary producers, which 
markets the products of the members or shareholders'," 
That is in quotation marks. 

MR. PARKER: I had that passage marked. I was going 
to ask you a question about that. However, go ahead. 

BY MR. ARNASON: 

Q Where did you get that quotation from? <A. You 
must not overlook the words I have there "qualified for 
exemption under section 4 (p)". I am not defining coop- 
eratives. I say that a cooperative which is qualified for 
exemption must be a cooperative of primary producers. 


THE CHATRMAN: Is that sentence taken from elsewhere? 
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_THE WITNESS: No; it is my own. 

THE CHATRMAN: Why is it in quotation marks? 

THE WITNESS: That is a mistake. 

THE CHAIRMAN: Then the quotation marks should be 
taken out. 

2 WITNESS? Yoss) 1 43 my Own impression. 

BY MR. PARKER; 
Q» Your own impression summarized? a4. Yes, 
BY MR. ARNASON: 

Q. I wonder if you would explore your ideas a 
little fufther in this regard. I am trying to get a dev- 
elopment of your own views so far as this question is 
concerned. You say that all producers of manufactured 
goods or articles "are, therefore, excluded from the 
benefits conferred on primary producers by this statute." 
4. Yes. It should not have been in quotation marks. 

Q.» That sentence I have just read is not in 
quotation marks. I want to ask a question arising from 
the sentence. When we speak of the marketing of the 
products delivered by primary producers, would you agree 
that the function of that marketing process is to place 
the product in a position in which it Can be sold) to the 
consumer? A. No; I don't agree with that, 

Q- May I ask hae aueeeiee then. Following that 
up, would you say that the producer of fluid milk who 
delivers his milk to a cooperative which is located ina 
city that has a milk pasteurizing by-law would be dealing 
with a cooperative coming outside the Scope of 4 (5)? 
Would you Bee at that the pasteurization of that fluid 
milk would place that cooperative outside the scope of the 
section? A. It is very difficult to Say just to what 


extent the process must go. J can give an illustration 
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of exactly the type to which you refer. mhen 6 heen 
Vancouver an associction of producers which delivers to a 
central agency, which central agency again sells to the 
independent operators. The pool is comprised of the 
members producing the primary product and they do not add 
to it. They neither pasteurize it nor do anything else 
but deliver it to independent distributors, who have a 
separate pool of their own. That is the type of cooper- 
ative which is meant and intended by the Act. 

Qe That is where no processing takes place? 

4. They don't do any processing. 

Q- Would you say the same would apply to a coop- 
erative operating a butter plant? Would you say that a 
cooperative which accepts delivery of cream from its 
members and churns that cream into butter would thereby 
place itself outside the scope of section 4 (p)? 

A. ZI had better qualify my answer. Speaking as an 
accountant, I say that if a concern wishes to obtain in 

the immunities of the Act, the benefits conferred by statute, 
it must comply strictly with the terms of that statute, 

The Act as I read it does not give power to add anything 

to the primary product. 

Qe That is, the sales process cannot be completed 
under the statute without in your opinion placing the 
cooperative in a taxable position? A. “Thet?is my 
contention, yes. 

BY MR. PARKER? 

Q. 4t the risk of a slight repetition, I would 
put that another way. Look at page sixteen of the brief, 
Read those two or three sentences again. A.’ I must 
withdraw what I said a moment ago with reference to the 
quotation. I remember now the source from which I got it. 


It is from Stikeman, 
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Q- Let us leave the quotation marks in then. 
ie He is one of the chief solicitors in the Income Tax 
Department. | 

Q- Let us sce what you say about it: "The test 
of a true cooperative qualified for exemption under 
section 4 (p) of the Income War Tax Act is" -- and you 
adopt as your own the wording used by Mr. Stikeman. You 
agree with his statement? A. YES. 

Q- Whether he said it first or you say it now 
makes no difference. It is your view? Ae YeOS. 

Q- <«ASsuming the statement is yours, why do you 
eavetnab 2 Urue cooperative must be 4 primary producer? 

I do not see the words “primary producer" mentioned 
anyWhere in 4 -(p),. A. No. 

Q- Then why do you agree with Mr. Stikeman and 
adopt the statement as your own, thus Din tne the scope 
Of 400) and declaring it tox be Jimited to primary producers? 
4. Because I regard them as the people referred to a 
the Act. 

Q- And those people are -- A. Farmers, dairymen, 
livestockmen, fruit growers, poultrymen, fishermen and 
other like cooperatives and associations. 

Q- What do they cover? A. Primary producers, and 
they are the same type as these. 

Q.- And you say -- 4&4. I say they are primary 
producers; the Act itself says "and other like cooperative 
companies.” So that it must apply to cooperatives of 
primary producers, 

Q. Ist us accept that for the moment for the sake 
of argument. If they are primary producers to the extent 
of SO per cent of their business and manufacture the Other 


SO per cent, are they qualified? A. They must add nothing 
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eOsthehproduct..cir they add anything to the product 
they are disqualified. 

Q- What do you base your opinion on -- anything 
in the Act which Says that would disqualify them? 

A. The Act says “which organizations market the products 
of the members." Therefore a product which has anything 
added to it by process of manufacture is not a primary 
product. 

Q- But suppose a man is an honest-to-goodness 
primary producer within the meaning you attach to those 
words, and suppose he does so many thousand dollars’ 
worth of business, and he does half as much again in 
another type: does that disuqlify him under the Act? 

4. Are you speaking of an individual or a society? 
 iioeinereferring to, the people to whom this 

is supposed to apply. i. Sinvmy opinion, if the society 

engages in the manufecturing process it is automatically 

placed beyond the Scope. Of this, 

ies HVSDAL Ith esonl Valo per cent? . A. any 
percentage. 

THE CHATRMAN: You might offer the principle of 
ejusdem generis. Your Counsel will approve of that? 

MR. SMITH: Very much. 

MR. PARKER: But he could not Say that except 
as a lawyer. At any rate, that is your opinion?. 

THE WITNESS; . Yes, 

BY MR. PARKER: 
Q- and you base it on your interpretation? 
Ait > hSy 
Q- On page thirteen you make a statement at the 
bottom of the page, after making some references to the 


Southern Alberta Dairy Pool, and you conclude by saying 
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that they have not complied with the requirements of this 
section? fe LeS, 

Q-» Can you tell me on what you base that? What 
have they done which disqualifies them? I think Mr.Milvain 
might be interested to know. 

MR. MILVAIN: I am interested to hear. 

THE WITNESS: This thing is based entirely on their 
published accounts which I have attached to the brief. 

BY MR. PARKER: 

Q- nd if one properly analyses those accounts 
they answer the question I have put to. you? A. Yes. 
I am prepared to analygae it for you. 

Q» Do you say that their statement properly re- 
flects their method of operation? A. I have no knowledge 
of their internal operation. 411 the knowledge I have 
acquired is that shown by their accounts. If they reflect 
the true and correct position and affairs of the company, 
then I must say -- 

Q- If the statement which you have attached truly 
reflects their operations, their method of operation itself 
that it disqualifies them for exemption under 4 (p)? 
he That is my opinion, yes. 

Q. You have read into the record your definition 
of profits? ne Leds 

Qe Was that definition framed on the basis of 
"profits" as used in the Income War Tax Act or on the ward 
prorits as an economist would define it? A. Profits as 
determined by a company's accountant are not necessarily 
those which are admissible for income tax purposes, 

Q- That is, there may be two different things to 
which we apply the word profits. You may be defining one 


and we may want to know what the other is. I, for one, 
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want to know which is the one you are talking about in your 
definition. A. There are many types of profits. 

Q- But I am asking you which one of those types your 
definition is supposed to cover -- all of them or one of 
them? A. 1t covers profits as determined by custom. It 
is what profits are from the accounting standpoint. 

Q- I am asking you if that is the proper definit- 
ion that should be given the word profits where it appears 
in the Income War Tax Act? A. Yes; but you would have 
to qualify that by saying that the Act is so hedged around 
with qualifications that what may not be admissible for 
income tax purposes may be profits as determined strictly 
in accordance with the definition. I have given, 

Q- To come back to the sarlier section of the 
Income War Tax Act, do you make any distinction between 
gain and profit? A. No; I regard them as synonymous 
terms. 

Q- Do you in interpreting the Act use them as 
being equivalent one to the other? What section is it? 

A. Section 3. There are certain gains which are not 
profits within the terms of the Act, capital gains. 

THE CHAIRMAN: "Gain" is a more comprehensive term 
than profit? 

THE WITNESS: Yes, there is no doubt about that, 

BY MR. PARKER: 


Q@ They are not used synonymously in the Act? 


BY MR. NADEAU: 
Q On page four of the brief there is a sentence 
which interests me a good deal. You say that cooperative 


bodies under the Act are more favourably placed than even 
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a private individual under the provisions of the Excess 
Peete Tar Acie. As wires. 

Q- Do you mean an individual doing business 
alone? A. An individual doing business alone. 

Q-. Or in partnership? A. It does not matterz, 

Q- Will you explain to me how you arrive at 
that conclusion? A. 4t is a special provision of the 
Excess Profits Tax Act: "The following profits shall 
not be liable to taxation under this Act" -- section 7. 
it mentions the profits of taxpayers referred to in (d), 
(e), (f), and (p) of the Income War Tax ict. 

Q. Jt means that cooperatives as such are exempt 
under these as well as under 4 (p) of the Income War Tax 
More Ale) LOS. 

Q- But I do not see the relation between an 
individual and a cooperative association. A. The point 
I was trying to make is that an individual engaged in 
business is liable to the excess profits tax, but a co- 
operative society is not liable if it can obtain exemption 
under the Income War Tax Act. 

BY MR. MILVAIN: 

Qe Just one or two questions. Reference has been 
made to several of the cooperatives for which I appear. I 
do not propose to cross-examine Mr. Richardson on his legal 
Opinions, but I do not want my silence to be taken as 
implying that Il accept them. I do not know whether I 
understood you properly, Mr. Richardson, when you were 
reading your brief. You mentioned certain figures taken 
from the balance sheet of the Southern Alberta Dairy Pool 
and you pointed out that. there were total assets of 
$67,000 roughly, and the members' equity amounted to 


$32,000? A. Yes. Those were the fixed assets of the 
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business. That statement is not intended to include other 
current assets they may have. 

Q» <A. I wrong in believing that the point you were 
making was that there had been in effect an appreciation 
of members' capital interest? A. No. The members had 
not contributed nearly sufficient to cover the capital 
assets possessed by the cooperative. That is what I 
intended to convey. 

Q- By the way, you have been in the accounting 
profession for many years? Ay Ves, 

Q. There are differences in methods of accounting 
in different firms? Aer) LOSS 

2. and unquestionably cooperative accounting is 
dictated on a somewhat different basis from joint stock 
accounting? Awe, I don't) auditeanyyor, them, 

Q- You have never had anything to do with cooperat- 
ive auditing? A. There is one in our office but I have 
never seen their accounts. 

Q- Where did you get a copy of the last balance 
sheet? 46 From the Registrar's office in Edmonton. 

Q. The Registrar? Ae ‘The Registrar of joint 
Stock companies. 

BY MR. ARNASON: 

Q- Do you think the organization which you represent 
would have any objection to furnishing the Commission with 
the latest copy of their audited financial statement? 

&» I happen to be secretary of the United Dairies, which 
controls three of these companies, and I shall be glad 

on their behalf to undertake to supply this. 

Q- It would not be too much trouble? Aes Noe OTE 


cannot speak with regard to other people but I will 


communicate with them and ask them to furnish this statement 
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directly to the Commission and not through me, beeause I 
don't audit for them ind they would not wish me to have 


access to that information. Would you wish to have that 


done? 
MR. «aRNASON: Yes, I think so. 
MR. PARKER: It should be directed to the Registrar. . 
THE WITNESS: Yes. 
THE CHAIRMAN: They might be sent to Ottawa. 
THE WITNESS: Yes; I shall be glad to have that 
done. 


THE CHATRMaN: Do you wish to say anything, Mr.Smith? 

MR. SMITH: Nothing further, thank YOu, sits 

THE CHATRMAN: Have you any more grist for the mud 
Mr. Parker? 

MR. PARKER: I still have three. One is the Auto- 
mobile case I mentioned before. 

THE CHATRMAN: It is quite obvious that we shall have 
to sit tomorrow. Personally, I would be glad to adjourn i 
now. Do you think we can finish these three tomorrow? 
Major Woods suggests that we meet earlier in the morning 
and complete everything by noon. 


Mie  FPRRKER SO Of the three, two may be very short. 


CHARLES HILTON, 
Southern Alberta Section, 
Canadian automotive Wholesalers Association, 
having been duly sworn testified 
as follows: 
BY Mw. PARKER? 
Qe Where do you reside? A. 2289, 17th Avenue, 
West Calgary. 
Q- In wheat capacity do you appear? pee Oe 8 


representing the Canadian sutomotive Wholesalers Association, 


Southern Alberta Section. 
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Qe Is that an incorporated body? he “Nos It is 
a group of business men, both corporate and incorporate, 
that belong tc the association. 

Qe. They deal in a wholesale way? 4A. In automot- 
ive supplies, accessories and things of that description. 

Qe “What official position dovyouchola7e a. 10d ast 
a member. 

Q. How was that brief prepared? Whe prepared it? 

A. Myself and another man. 

Q.° What is his name? 9A. "Mr. Cavanagh. 

Q. What is he in your association? «a. A member, 
like myself. 

Q. How many members have you? & Fifteen or 
twenty. 

Q. Did you meet and discuss this matter? 

i. The Southern Alberta Section has about eight members. 

os hay rS “the ween you are speaking for. You 
met and talked the business over and you were asked to 
prepars their views and after you prepared it did you submit 
it te the ercup to see if they agroed with 107?” A. * Yos, 

Q). And have they? A. Yes. 

Q@. “Will you road the bricr. 

THE WITNESS: Our brief reads as follows: 

"This association, the Southern alberta Section of 
the Canadian Automotive Wholesalers Association, is desirous 
of placing before you the unanimous opinicn of the members 
of our organization as regards the tax situation as it 
affects various types of business. 

"We realize more keenly the hard and sober fact 
that when taxes are remitted or excused any class of business, 


that the rest of us who are fortunate enough to remain are 
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compelled to make up that tax deficit in scme manner or 
other. The tex burden is, therefore, the heavier on all 
those remaining and that is one reason why we ask permiss- 
ion to submit this bricf, and a second is that eccperatives 
have already entered our field of activity. 
"The Canadian automotive Wholesalers association 
is composed of corporations and individually owned 
companies in the business of distributing automobile, truck 
snd tractor parts, equipment, tools, accessories and 
Supplies to retail garages, automobile and implement 
dealers, service stations, repair shops, paint and body 
shops and other similar retail service outlets, It is a 
national organization with sections in each of the 
previnces. 
me believe-in the 'Principles of Private finterprise! 
as sot forth in the Report cf tho Private Entorprise Section 
of the Internaticnal Business Conferences held at Rye, 
U.S.4., as follows:- 
1, quality of opportunity. 
&e Equality under law. 
o« Roward for initiative. 
ae ELD Vi loge Tor itarice. 
Oe 4 tax structure that encourages incentive and risk. 
Sa Kestricticon of monopoly. 
7. abstinence of government from competition with 
private business, 
8. Freedom of production and sale. 
de Equitable distribution of profits with 
consumers! and labour's interest safeguarded 
to the end that mere and more things may be 


supplied to more and more people, thereby 
producing more employment at the highest possible 


level of wages. 
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10. Government -- under law -- that will provide 
encouragernent toa business through provision 
of an econonic atmosphere in accordance with 
the above principles. 

"(a) Our idea of a free and democratic country is 
ohne where cach and every individual or group cf individuals 
can use or poo] his or their own capital, ideas and personal 
effort in any business endcavour in keeping with the laws 
governing such endeavours... The opportunity te risk capital, 
initiative and energy should be.open to, allon an equal 
DasiG-s 

‘*(b) Many men and women will return from this war 
desiring to enter into business on their own and they are 
entitled to an equal opportunity to better themselves without 
having) to pay a greater tax.ljload. because cf the fact. that 
cther institutions have been excused that responsibility of 
sharing the nation's debt. 

"(c) We are opposed to any organization, group, 
governnent, government agency, association or individual 
being permitted to engage in business in competition to 
private enterprise unless such groups, organizations and 
individuals bear their fair share of the tax load and in 
other respects operate under similar restrictions, regulations 
and burdens as private business. 


"(d) In this previnee the government has gone into 


.business in competition with banks, in competition with 


insurance companies and in competition with automobile and 
tractor parts firms. As government institutions these 
activities pay no taxes. It might be argued that these 
particular ventures are non-profit making, hence would pay 


no income or excess profit taxes. More reason then to close 
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them cut because the business would thon be diverted to. 
tax paying channels. Furthermore, any losses they make are 
made up cut of general revenue, which in turn increases 

the tax burden on all private business. 

"(e) By exempting cooperatives or other similar 
businesses from taxation, such ccoperatives are enabled 
Co Uleo Up SUrpLUS to- Use Ty en over expanding development 
to the detriment of private business which cannot accumulate 
Surplus uncer the present system. It is unfair, unjust 
and inequitable that shareholders in private companies pay 
income and excess profit taxes first and then if they are 
fortunate enough to get dividends, again pay inccme taxes . 
as individuals. This is discriminatory taxation. 

“(f) Under present conditions everyone realizes that 
exceptionally heavy taxation is necessary, but that taxation 
should be equitable. Every business unit should bear its 
Share just as every individual should bear his share, 

. tax structure that is fair and just will encourage the 
development of latent ideas into practical operation in 

the form of new ventures, new fields, new expansion creating 
more employment, thus more people on thé, income tax roll, 

"(z) The favouring af cooperatives, mutual companies 
and government operated businesses by tax exemption, 
encourages the converting of more and more business to the 

ooperative basis of operation, which if carried through 
to the ultimate conclusicn creates a tax burden on the 
remainder, that spells the doom of free enterprise and 
Open competition. 

"(h) A tax struoture that is fair, just and equitable 
Wlll bring out the best in all citizens to develop the 


country's potentialities to the utmost. It will attract the 
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right kind of immigrants and capital to increase our 
population and lower the per capita cost of government 
and the National Debt. 

"(i) In brief, this Association believes that 
either all cooperatives, government operated business 
mutuals and similar businesses should be taxed the same 
aS private business or all corporation taxes should be 
removed. | 

"We cannot see any justice or fair play in exempting 
one class of business from taxation, thus forcing the burd- 
en of National Debt on other business. 

"We cannot see why the shareholders in private enter- 
prise companies should have their company taxed to prevent 
accumulation of surplus in favour of shareholders in a 


cooperative venture," 


THR CHATRMAN: We are grateful to you for your 
presentation Mr. Hilton. It is a matter of argument and 
there is no examination required. We appreciate your coming 
before the Commission, 

MR. PARKER: A gentleman from the Okanagan Valley is 
here, Mr. Chairman. I do not know whether he wants to get 
away tonight. 

THE REGISTRAR: This brief was received in Vancouver 
too late for reception there, and Mr. Clarke happens to 
be in Calgary. 

MR. CLARKE: I would be glad to present it now, or 
I can do so in the morning if that is more convenient. 


THE CHAIRMAN: It can be heard now, 
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EVERARD CLARKE, 


pocretary, 
Okanagan Valley Co-operative 
Creamery Association, 
having been duly sworn testified 
as follows: 
BY MRs PARKER: 
Q- You are secretary of the Okanagan Valley Co- 
operative Creamery Association? A. Yes. 
Q» How long have you been associated with the bus- 
iness? 4. Twenty years. 
Q@. As secretary? &. Yes, 
Q- Were you with the company when it was originally 
formed? A. I was with it for about three months, 


Qe 4nd have been with it continuously ever since? 


Q- Will you read the brief. A. iI should express, 
Mr. Chairman and gentlemen, my appreciation of the 
Registrar's courtesy in writing to me and pointing out 
that it would be better for me to present the brief instead 
of mailing it. I also appreciate your courtesy in being 
prepares DO Listen to it. lt reads as follows: 

"Submission for Royal Commission on Co-operatives 

by Okanegan Valley (Noca) Co-operative Creamery 


association. 


(Authorized by Board of Directors) 


"1. The Okanagan Valley Co-operative Creamery 
Association was organized in 1925 by dairy farmers of the 
North Okanagan under the Co-operative Associations’ Act 
of British Columbia. 

"2. The association has 1,256 farmer members who 
have sach subscribed te five qualifying shares with a par 


value of $1.00 each. 
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"3. The sssociation rented its premises and equip- 
ment from Burns and Co., Limited, Reg. Office, Calgary, 
miLoerua, Until January 1, 1936...) At that time an option 
was secured from Burns and Company to purchase the build- 
ings, plant, land and equipment from the Company. On 
January 1, 1956, the .ssociation mede a cash payment of 
$10,000 for 100 shares of Capital stock in a holding company 
established for the purpose of affecting the transfer of 
Ownership from Burns and Co. Limited to the Association. 
The association obtained an option to purchase the balance 
of all stock in the holding company within a ten-year 
Pporio0d. 

"4. On February 1, 1944, the Association purchased 
2 milk and ice cream plant, known as Perfection Products 
and operated by F.i. W. Grahame of Vernon. 

"S5» The Association has exercised its option to 
purchese the balance of the shares in Okanagan Creameries 
Limited held by Burns and Co. Limited. Such purchase was 
eiiecpave January 1, 1945. 

2 "6, Since its organization in 1925, approximately 
twenty years ago, it has been the constant endeavour of 
the association to produce high quality dairy preducts, 

Py Progress has been made through a continuous educational 
campaign conducted by the Asscciation among its members, 
materially aided by the Provincial and Federal Departments 
Clo 2erTiculbure « 

"7, Efforts have been put forward by the Association 
and governmental departments to encourage the improvement 
of dairy herds through! 

"(a)} Cow testing. 

"{b) Aiding in the distribution in the North Okanagan 


of high quality dairy sires. 
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"(e) Organizing an artificial breeding demonstration 
Lhe 359 , at which Dr. S. N. Wood of the University of British 
Columbia gave a practical lecture to approximately three 
hundred farmers. 

"(d) Financially aiding the formation of the first 
Artificial Breeding Association in British Columbia in 1944, 
(At Enderby, B. Cc.) 

"(e) The publication of 228 issues of a 24-page monthly 
magazine, which has contained a total of approximately 
32,700,000 words reporting to North Okanagan producers on 
developments of scientific agriculture. Appreciation must 
be expressed to governmental agencies for invaluable assist- 
ance. 

"83. The Association has taken steps to encourage 
the production of better dairy feeds for cattle. 

"(a) Through reporting methods of haying. 

"(b) Through a continuous campaign to encourage 
the growing of hybrid corn for ensilage. 

"9. The Association has taken steps to improve farm 
living conditions through: 

"(a) Conducting a continuous farm safety campaign 
and in particular reporting to members upon the dangers to 
life and limb resulting from careless handling of dairy sires. 

"(b) Organizing the North Okanagan Rural Electrifioat- 
fon Committee for the purpose of bringing electric power to 
1,415 farm homes at present without it. 

"10. Electricity is found on only a small percentage 
of farm homes in the North Okanagan and contiguous areas, 

The majority of our members depend on some type of mantle 
lamp, but a large number still must use the coal oil wick 


lamps. The typical heating unit is a wood stove only, a 
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small percentage having a furnace or some other type of 
central heating unit. 

"11. A number have gas-powered washing machines, 
but a far greater percentage have only hand-power washing 
machines and many members! wives are without equipment of 
sither type. Radios are common and a substantial number 
of homes of our members have sewing machines. A small 
number have telephones. 

"12. Very few homes are serviecd with some type of 
Sink. Running water, bath tubs of the type found in cities 
are rare, as are flush toilets, sewage disposal or septic 
tanks. These items, considered essential in cities, are 
almost non-existent in almost all homes of members of our 
Association. 

"13. It is believed that power lines must march out 
into every rural area in which our members dwell. HKlectric 
power, at a cost comparable with city rates, is the basic 
foundation of essential farm home comforts. 


"14. In the marketing of dairy products the 


“Association acts as the agent of individual members. As 


A corporate body the Association has no income whatever, 
If, through prudent management, and after making an initial 
payment, based upon established prices, sales of members! 
dairy products result in additional income, this surplus 
return is allocated to each member in proportion to the 
amount of milk or cream consigned for sale through the 
Association by each. Teese deferred, or final, payments 
to members by the Association cannot be deemed to be either 
income or profit of the Association. 

"15. The Department of National Revenue has, quite 


rightly, appointed a commission of enquiry to investigate 
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all cooperative enterprises in Canada with regard to 
corporation income and excess profits taxation. Our 
association welcomes this study. As a bona-fide non- 
profit farmers' organization with no income of any kind, 
our organization has nothing to fear. 
"16. Our Association has been built from a humble 
beginning, from the ground up, by farmers whose one desire 
was to take democratic action to help each other on a class- 
less basis. This was their earnest intention and .is, we 
believe, a practical expression of true Christianity. 
Membership can include persons of all political views, all 
religions, sects, and all races of men, who are, OY were, 
able to consign shipments of milk or cream to the Association 
and who will abide by the rules. 
"17. Since its organization in 1925, members have 
received a premium, a payment in excess of market prices, 
of approximately half a million dollars ($500,000). This 
additional income for members has been paid in the form of 
cash and ownership revolving fund share certificates. The 
additional ‘extra cash income! in the hands of farm 
families has greatly assisted them in building up their 

home community. The Association and most members have 

for twenty years followed a definite policy of purchasing, 
with monthly cream and milk cheques, in the local 

comunity. Our most helpful friends are home merchants, 

The Association, in 1925, took as its enemy the mail 

order house and any other competitor of the British Columbia 
home community merchant. We have never deviated from 

this steadfast policy of home community building. 

"18, The following detailed financial analysis of 
the Association's operating methods will prove of great 


interest to the members of the Royal Commission. It is with 
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deep respect that we suggest a careful perusal of these 
facts by the Commission. 

"19. The milk and ice cream department of the 
Association is operated as a separate department, the in- 
come of which, after operating costs and reserves for 
contingencies have been taken care of, goes entirely to 
milk producers. Producers consign their milk to the 


Association, which, as their agent, makes an advance pay- 


“ment which was established in this area by the Wartime 


Prices and Trade Board as the ‘established milk PICS et 
There is 2. further payment to milk producers at the end of 
each yearly period. This is paid to each in proportion to 
his total shipments of milk. There is no income accruing 
to the corporate body as a result of Operations of the milk, 
department (see paragraphs 14, 23; 27) 

"20. The buttermaking department of the Association 
is operated as a separate department, the total income of 
which, after operating costs and reserves for contingencies 
have been taken care of, goes entirely to cream producers. 
Producers consign their cream to the Association, which, 
as their agent, makes an advance payment which is the market 
price of butterfat in this area established by competitive 
conditions which are the result of the proximity of the 
established cream market in Alberta. (Advance payment to 
members is usually from 4 cents to 8 cents per pound 
higher than Alberta established market). There is a further 
payment to cream producers at the end of each yearly period. 
This is paid to each member in proportion to his total 
Shipments of butterfat (see paragraphs 14, 23, 27), 

"Zl. The Association has had a 20-year project in 
hand, the objective of which was to acquire ownership of 


creamery buildings, equipment and lands upon which buildings 
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were situated (see paragraphs 3, 4, 5). On January 1,1945. 
this objective was attained and members! equity allocated 

to them at the end of each year in the form of shares has 
been instrumental in enabling the Assoeiation to buy cream- 
ery and dairy plants which were Owned by private individuals 
Or corporations. 

"22. The Assoeiation is now aSking members to app- 
rove a first mortgage bond issue which is to be sold to 
members only for an amount of $50,000. This is to be 
liquidated within a 10-year period in the same manner as 
has heretofore resulted in the Association reaching a 
financial position which enabled it to purchase creamery 
and dairy plants (see paragraph 5). 

"25. Payment to producers at the end of each year, 
on the yearly period, hes been made through eash and/or 
the allocation to each member of the balance owing to hin, 
in the form of $1.00 par value share certificates. The 
revolving fund principle is being employed and when the 
time is reached that the Association is cleared of in- 
debtedness, certificates are to be redeemed in cash at par. 
First shares to be redeemed will be the first shares issued 
and so on from year to year the oldest ouBanding shares are 
to be redeemed. 

"C4. In regard to the question of income tax ex- 
emptions accorded agricultural cooperatives by the dominion 
law in Canada, the Association feels that it ie in a position 
to discuss this question. 

"25. Some of the charges made on this subject by those 
opposed to cooperatives give the impression that large amounts 
of revenue are wholly escaping taxation. This is not the 
case in regard to our Association, as will be seen from 


a cereful perusal of this submission. These charges are 
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largely due to a lack of knowledge concerning the actual 
operation of agricultural cooperatives rather than to de- 
liberate misrepresentation. No preferential treatment 

has been accorded to producer cooperatives which have 
acted solely as agents of the producers and as such agents 
had no corporate income. There was no income available 

to be taxed (see paragraphs 19, 20). 

"26. Farmers generally are in the debtor class. 
The majority of farms have mortgages on them. Farmers do 
not have large resources in the form of free Capital for 
investment. Neither are Okanagan farmers, eS 2 class, 
able to borrow money on advantageous terms compared with 
commercial trading or industrial interests. Only through 
uniting together in the form of agricultural marketing co- 
Operatives are farmers able to acquire financial capital 
for the facilities required to assemble and process theixz 
croam or milk (see paragraphs 10, 11, 18, 13). 

"27. 4S a corporate body our Association hag no 
income. Advance payments are made upon receipt of cream 
or milk hased upon established marketing conditions. 

There may be a tendency on the part of some to regard the 
payments which have been made at the end of each V sary oo 
the form of cash or $1.00 certificates, as based upon 

ineome to the cooperative which is escaping taxation. They 
are, in fact, adjustments with patrons based upon final 
selling transactions of the Association, as agent of members, 
which the Association is under obligation to make. They 

are a settlement with members of an excess collection from 
the sale of members' products (see paragraphs 19, 20). 

"28. It has never been suggested that any corporation 

| Or individual shculd be required to pay income tax on the 


| capital contributions which it receives from stockholders. 
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No more should a farmers! cooperative be required to pay 
income taxes on capital contributions which it requires 
from members or patrons, who, like the stockholders of an 
ordinary commercial corporation, are the true owners of 
the business. 

"Respectfully submitted, 

Okanagan Valley Co-operative Creamery 
Association.” 
BY MR. PARKER: 

We DO you do any buying and, selling? A. We receive 
the cream or milk shipped by members on the basis of con- 
Signment. 

Q« Have you a written contract? AL NOl. 

Q- Where we can see evidence of what the terms are? 
A. We operate in a different way from most organizations 


you May encounter in Canada. We operate on a monthly pool 


basis. We don't pay for the milk or cream until the 


fifteenth of the following month. The result Tey re toio pee 
milk, that for all the milk received and sold we receive 
money and are able to make accounting to the members. 

Wer uD YOu keep One month behind? A. Fifteen 
days. The same applies to the creamery department. We 
settle with members on the fifteenth of the month. They 
receive the January advance payments on the Ri peony of 
February approximately. 

Q- I merely wanted to ask if there was a written 
contract setting out all these terms? A. No. There 
never has been. 

Q- You are incorporated under the British Columbia 
Associations Act? A. Yes. 


Q- Did you adopt the standard rules? A. Yes, 
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Qe Without modification? Ae Yes. We think they 
are out of date. 

Q- Perhaps they are, though I did not think that 
anything in British Columbia was out of date. The point 
is the rights and obligations of the grower in the association. 
They are defined by the articles and not in any separate 
agreement? A. No. 

wae Or Ts it defined by a series of resolutions 
passed? Ae There have been a series of resolutions but 
we operate as a real cooperative association. 

Q. Ll appreciate that. woe eG Vesper caly 40 
understand clearly what a cooperative association is. You 
cannot have an income. 

THE CHATRMAN: You contend that you have not and 
others have? 

THE WITNESS: Our organization has no income as a 
Corporate body, and that is my distinction. 

BY MR. PaRKER: 

Q. Has your company any assets? A» The members 
own the assets. 

Q. Does the company own the assets? <A. I am afraid 
perhaps we think in different terms, but the members own 
the assets of the association. 

Q- Why did you take the trouble to become cooperat- 
ive? Why didn't a number of you get together and say, 

"We will buy this plant?" A. We wanted to be incorporated, 
to have a corporate entity. | 

Q. Why did you need a corporate entity? he, > LG 
would be difficult to conduct business if it were not a 
corporate entity. 

THE CHAIRMAN: It would be difficult to escape un- 


limited liability too? 
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THE WITNESS: I am not a lawyer; I can't answer 
that, sir. 

BY MR. PARKER: 

Q.- Whatever you are doing is set forth in the min- 
utes and in the articles and memorandum? A. Yes. 

Q- There are no contracts? A. No. 

Q- But through the system of the revolving fund you 
have acquired substantial assets? You are growing? 

Av Yes. 

Q It may be debatable whether it is the members or 
the company, but they have been acquired by somebody? 
A. By the members of the association. 

Q- If you insist on that. Anyhow,. the business is 
going ahead and assets are being accumulated for somebody? 
A. Yes. 

ah And you are about to place a bond issue on the 
physical assets to raise an additional $50,000? A. Yes. 

Q- What do you need that for? A. Because on 
January l we are taking over two creamery plants which 
were owned by the Okanagan Creamery Company. 

O2° Waseit a limitedcompany: A. “Yes, in which. 
Burns and Company had a majority of shares. 

Q. Why did you not carry on the way you were? 

& The reason for taking it over is that it has been the 
ambition and objective of the members to have their facilities 
for manufacturing and handling their own products. 

Q. Previously you had been renting? A. Yes, 

Q: Was it cheaper to buy than to rent? Ae TL dents 
know that it would be particularly cheap but there will 


be the difference that the members will own the means of 


processing their products, to which they appear to attach 
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considerable importance. 

Q- That is what the $50,000 is for? <A. Yes. 

Q- One other question. On the last page of the 
brief you state that the corporate body has no income. 

I quote: “Advance payments are made upon receipt of cream 
or milk based upon established marketing conditions. There 
may be a tendency on the part of some to regard the pay- 
ments which have been made at the end of each year in the 
form of cash or $1.00 certificates as based upon income 

to the cooperative which is escaping taxation. They are, 
in fact, adjustments with patrons based upon final selling 
transactions of the association, as agent of members, which 
the association is under obligation to make." Where is 
the obligation? A. Well, the association has not 

a wricten contract with members. It has been operating 
twenty years carrying on in this way and it has taken it 
for granted that it is obliged to do that. 

Q- But only as the directors may from year to year 
decide? A. That is not right. It would be only as the 
general meeting would decide. The directors can only 
recommend to a mseting of members, 

Q.- How many members are there? A. There are twelve 
hundred. 

Q. Suppose you have an annual general meeting and 
the majority present decide not to pay thie back or to 
credit it to the members; they could do that? A. Yes, 

I believe they could. 7 

Q- Therefore to the man who disagreed with the 
majority, the obligation to pay his back would not be very 
valuable? Ae You mean the surplus left over at the end 
of the year? 


Q» The final settlement. A. Well, I can't imagine 
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a member not wanting to have his share of that. 
Q- But suppose they decided they wanted to hold 


it back and to invest in what they considered a worthy 


-cause. What then? A. He has the right to argue. 


Q But has he the right to get it? A. The majority 
rules. 

Q I understand that. A. If you are referring 
to the member and asking whether he will get his money 
back, it is in the revolving fund. 

Q- Let me put just a simple question. A man has 
had part of the price of his cream held back and it is 
used as the directors or shareholders from time to time 
determine, to enlarge plant or to do anything they see fit. 
Take the minority fellow who does not want to fall in 
Line -and who says, "I think that is a wrong policy; I . 
delivered my cream under terms which included an obligation 
to pay that back to me and the majority now decide they 
won't givewit back. -I won't stand for thatatienan sthat 
man. get it back? A. He can't get it on that instant but 
he will get it when everyone else gets theirs. 

®, tt they decide ito civerimt to him? A, Hig turn 
comes when everyone else's does and he will get it automat- 
oer se NTs ae 

Q. Only if he leaves for the next ten years an 
equivalent amount? &. His money is in the assets and he 
can't walk in and ask for a chunk of the office. He will 
have to leave it there for a proper time. 

Q- Until they decide to make it available to him? 
As.= Until it t.6 aveilables 

Q- Isn't that the same thing? A. If at the end of 


a period @ time the indebtedness was entirely paid off there 
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would be no object in accumulating further sums of money. 
There would be no purpose. The purpose is to redeem the 
earliest certificates and to do that from year to yoar. 
In other words, people who use the facilities of the 
association will own them and those of the past will get 
their money out and do what they like with it. 

Q@. That.is satisfactory to me if it is to you. 
dis bas lSs 

MR. MILLIKEN: The same type of question has been 
put to a number of witnesses. As a lawyer, I take the 
position that if a cooperative holds out to its members the 
undertaking to pay patronage dividends and any member feels 
aggrieved he can sue the association if he wishes to do soz 
If. anyone feels that a légal obligation is not being lived 
up to that person can sue. 

THE CHAIRMAN: That is what the courts are for, is it 
not? 

MR. MILLIKEN: I think go. These witnesses are 
being asked a very fine point of law. 

BY MR. PARKER: 

Q. One other question. Will you explain how you. 
propose to pay back the $50,000 which you intend to borrow 
on the bond issue? A. In the same way. The bond issue 
is for sale to members only and at the end of the year, if, 
instead of taking cash payments they will take certificates, 
which constitute an obligation on the part of the associat- 
jon, a liability set up in the ledger, any member oan walk 
in at any time and ascertain how much he has there. He 
has also a certificate, which is the same as a receipt. 

The principle of paying back the #50,000 bond issue to 
members will be exactly the same. At the end of every year 


they will issue certificates to pay the bonds, 


The Commission adjourned at 4.45 p. m. 
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-7ll— . Wednesday, 
January 24, 1945. 


The Commission: met at 9.30 a. m. 


WR. PARKER? {I propose to have submitted to you this 
morning, Wir. Chairman, the brief prepared on behalf of fhe 
flbderta Board of the Retail Merchants Association of Canada. 
The representative is Mr. L. R. Lipsett,; H.C, This prier 
is of considerable length and as I understand it there 
are some statements of fact together with a considerable 
amount of argument. I know the Commissioners have all 
read the document carefully and I was going to be bold 
enough to offer a suggestion, which Mr. Lipsett might 
follow if he felt he was doing justice to his case. That 
Suggestion is that he might read selections from it ana 
make a few remarks emphasizing the parts he considers most 
important. That might save time -- not that I have in 
mind trying to curtail his presentation. I merely make 
that suggestion in the hope of expediting the work of the 
Commission, e 

MR. LIPSETT: Thank you very much, Mr. Parker. I may 
say, Mr. Chairman, I had the benefit of a word or two with 
my learned friend before the Commission met, and I amin 
entire agreement with the suggestion he has made. What I 
would propose to do is this, so as to make the document 
evidence as far as possible. I intend ttotcei) possibly, 
when I have dealt with it, Mr. MaeKay, , Secretary of the 
organization, and have him sworn and state generally that 
the brief, in so far as it is factual, has been prepared 
from the best information available, and in cases where it 
is derived from documents I have indicated the source of 
information and Mr.MaeKay will be available for elucidation 


or anything that is not clear either to my learned friend or 
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to anyone else. I have three or four additional copios. 

My friend suggested that it might be possible, if 
there are others who think they would like to follow a nema & 
hend out these copies so that they will have the whole brief 
before them even if I do not read it all. 

There is one other matter, sir, which you might for- 
ervey mentionihe. Tt is partly by way of excuse or apology 
for errors -- and I am sure there will be some in the 
briers One cr two have beon candidly pcinted out to me 
in a friendly way by opposing D aieeraetene 3 and 1 welcome that, 
because I do not want to put before the Commission anything 
that is not absolutely accurate. 

According to your programme, briefs had to be in by 
a certain times, A good many of Us tried to comply with 
that requirement under difficult circumstances.. I was up 
after midnight several nights trying to get the necessary 
information. Our brief is in, but I notice that the briefs 
of the larger organizations, or most of them, are not going 
to be presented until the Commission reaches Ottawa. I 
Shall therefore have to rely on the help of my learned 
friend to bring out the facts on both sides; but the effect, 
as I see it, is that the briefs of these larger organizations 
will all be drawn after they have had the benefit of every- 
thing that can be said on the other side. 

THE CHAIRMAN: That can hardly be avoided, 

MR. LIPSETT: Possibly not. I do not think it can 
be avoided now, and I have no suggestions to make. I did 
not foresee it myself, but possibly all briefs should have 
been in by a certain date. 

THE CHATRMAN: That would have been possible if we 
had had much more time, Mr. Lipsett; but we were urged to 


get on our way very directly by Ottawa. 
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MRs LIPSETT: It 4¢ nothing in the nature of criticisn, 
but I was going to Suggest that my learned friend would to 
some oxtent help us in our difficulty because the present- 
ation of these briefs at Ottawa will mean that every poss- 
ible answer to anything we have submitted will be in the 
briefs, and it will not be practicable for this and similar 
organizations to attend again at Ottawa. I am sure, however, 
my learned friend will give all the assistance he can to 
the Commission. 

THE CHAIRMAN: The Commission is quite alive to 
that, Mr. Lipsett, and consideration will be given that 
point in reading the briefs, and studying them. 

Mie DIPSETT: Thank you, Mr, Cheirman, now in that 
connection I would like to read the first couple of pages 
of the brief. It is submitted on behalf of the Alberta 
Provincial Board of the Retail Merchants Association of 
CaneGga ine. That is an organization incorporated under 
Special act. The brief begins? 

"This brief is submitted on behalf of the Alberta 
Provincial Board of the Retail Merchants! Association of 
Canada, Incorporated under Special Act of Dominion 
Parliament, being 9 and 10 Edward VII Chapter 156 
(Assented to May 4, 1910), 

"The Association as a gervice Organization, is 
operated through provincial boards set up under its con- 
Stitution, and the membership of the Alberta Branch rep- 
resents every district of the provinee. All sections of 
the retail trade are represented in the Association member- 
ship, and as individual merchants operating retail estab- 
lishments, they render a valuable service to the general 
public in the distribution of all goods, wares and 


merchandise,.* 
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There is, I understand, a board in every province 
of Canada and it is run on very democratic lines, although 
each of the provincial boards does report to and is in 
close contact with the head body. Continuing: 

"With a view to getting a wide expression of opinion 
from the retail merchants for the information of the Com- 
ission, a questionnaire was circulated to several thousand 
retail merchants throughout the province and although the 
time has been short, many hundreds of replies have so far 
been received. 

"The unanimous expression of opinion contained in 
all replies is to the effect that it is becoming increas- 
ingly difficult and almost impossible for the retail mer- 
chants to continue in business and pay their current taxes, 
and at the same time compete with cooperatives and similar 
societies who are now exempt from taxation. 

"Itjiis desired, however, Loremphasize that this 
briet #Sinob, presented) inpanyespirlieoticri tice. ofeor 
antagonism to, either the cooperative movement in general, 
Or any cooperative organization in-particular. 

"The intention is to deal with the application to 
cooperatives of the Income War Tax Act, 1940 and the Excess 
Profits Tax Act, and with the tax situation created by 
the organization, business methods, and operations of co- 
operatives and similar societies; 

"It is also intended to demonstrate the very serious 
comparative position into which directly competitive 
businesses have been driven by the current practice of not 
treating these taxing acts as applicable to the earnings 
or surpluses of cooperative and similar societies. 

"While the correct interpretation of these taxation 


statutes is of great importance as regards existing government 
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claims for income and excess profits taxes from cooperatives, 
and as such will be dealt with later; the question may be- 
come relatively unimportant for the future, in view of the 
duty imposed upon the Commission, to report all facts 
pertinent for determining what would in the public interest 
be a proper basis for applying these Taxation Acts to co- 
operative and similar organizations, and the further duty 

to make such recommendations for the amendment of existing 
laws as are considered to be justified in the public 
interest. 

"The outstanding questions for consideration thus 
would appear to be: 

"(1) .Do.the present Taxation Acts fully cover the 

taxation of cooperatives and similar organizations? 

"(2) If not, is the comparative position of competing 

businesses prejudiced? 

"(3) What are the facts pertinent for determining a 

fair and equitable basis for taxation of cooperatives 

i tne public. intereer. 

"(4) What amendments of existing laws are justified 

in the public interest, 

"Tt is contended on behalf of cooperative and similar 
societies that they are not taxable under the existing Tax 
Acts; the reason for this is largely historical. In Great 
Britain, cooperatives originated as friendly societies, and 
developed as industrial and provident societies. They 
were in the beginning, small associations composed of 
persons of humble means and not likely to be income 
taxpayers in any event. 

"In Appendix A is set out a short historical sketch 
of such British organizations, and a note of the statutory 


enactments which originally gave them exemption from income 
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tax:-Even as late as 1905 a British Departmental Committee 
(the Ritchie Committee) whose report is partly quoted 

(in Appendix A) recommended against the trader's content- 
ion that returns to coaperative members should be subjected 
to income tax payments and pointed out that owing to the 
trifling returns, the revenue would lose rather than gain. 

"Other British statutes including an Income Pax 
Consolidation Act passed in 1918, continued the exemption 
of cooperative and similar societies from taxation on their 
earnings (see Anpendix A). 

"The Canadian Income Tax Act first passed in 1917 
(Statutes of 1917 Ch. 38, now Ch. 97 of Revised Statutes 
of Canada, 1927, as amended) was largely copied from the 
British Acts and was interpreted in accordance with the 
British practice. 

"Under the 1917 Act the tax imposed on taxable in- 
comes was 4 per cent with a super tax commencing at 2 per 
cent on excess of income over $6,000. In 1918 these rates 
were increased, and a corporation tax was also imposed. 

Lt was first fixed at 6 per centro Arter various fluct= 
uations it remained at 8 per cent from 1928 until 1951." 

I might pause here to say a word or two in reference 
to a very interesting statement which was made by Mr. 
Fitzpatrick ‘on’ the Tirst day the Comission sat-norew That 
statement referred to the organization and the great ex- 
pansion of cooperative associations in this province. 
While I am concerned chiefly with the retail merchants! 
position, you will see that the organization of cooperatives 
throughout the province is developing very extensively. 

As far as the retail merchants are concerned the law in 
Alberta, as I understand it, is this: that any ten persons 


in a locality who get the O. K. of Mr. Fitzpatrick, as 
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representing the government, can set up a cooperative store 
in any village. 

The cooperative store when set up can compete in 
direct competition with the retail merchant who has to pay 
all the taxes that are levied under the Acts. Now the Act 
provides that no competing ccoperative may set up within 
five miles except under special exemptions, so that a co- 
operative store when set up is completely free from compet- 
ition by an organizaticn which has the same advantages, 
es UO tboxation, which it has. 

Thee roueL ly merchant, on the other hand, can be put 
in a position where in a’very short time he can be driven 
out of business by ten men in the neighbourhood who get a 
ecepsrative charter under the Act following the O. K. of 
Mr. Fitzpatrick. Now that seems to the retail merchants 
tO Open up a very disastrous and dark and gloomy future 
for them. Possibly at the present time, -when there is a 
gentleman of the kindly spirit and benavelent attitude of 
Mr. Fitzpatrick, the risk might not be so great. But take 
the case of some official who is perhaps a little too much 
obsessed with the cooperative idea. The effect could be 
that under what might not be quite so benevolent a 
despotism, any small trader might be driven out of business 
in the province by ten men setting up a cooperative associat— 
ion to compete with him, now beside hin. 

According to the Act as I read it, that cooperative 
association when it is set up in the Iccality or in the 
village can sell to all and sundry. JI can speak with 
knowledge myself because I have frequently bought in co- 
operative stores throughout this province, and I have never 


heard anyone being asked if he was a member of a particular 
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cooperative association. Moreover, membership is on such 
a wide basis under the Act that anyone can be made a member 
of a cooperative opposition store by simply going and buy- 
ing goods there. 

So that from the point of view of the retail trade, 
where there is this tax discrimination, the outlook is 
really a very gloomy one, 

As I have said in the brief, the correct interpret- 
ation of the existing statutes may be a matter of some doubt. 
I do not intend to labour the legal position because vous 
Sir, have a very much wider knowledge of the various cases 
than I could pretend to acquire in the time at my disposal, 
and I have no doubt they will be referred to throughout 
the hearing. Even when I come to the legal position, I 
do not intend to say much about that; but as I see it for 
the future, whatever the law may be at present, the duty 


is imposed upon your Commission, if I correctly interpret 


the terms of reference, to report all the facts which in 


the Stee interest should form the basis for applying taxat- 
ion acts, and to make such recommendations for amendments 
as the Commission may consider to be in the public interest, 
If that is the view thethe Commission takes of its 
powers and duties under the terms of reference, then as to 
the past the matter is limited. As to whether it would 
be fair, as from today or tomorrow, to let the cooperative 
associations start business with the enormous reserves that 
have been piled up under the various headings in their 
reports, held over as patronage dividends or put to reserve, 
our submission in this regard would be that, the same as in 


any other business or corporation, they should pay, before 
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these sre distributed; their fair and equitable share of 
the taxes necessary to carry on the country and the con- 
duct of the war. 

As to the future, whatever the law may be, whatever 
view the Commission may take of the law, my respectful 
submission is that some scheme should be suggested in ord- 
er to make taxation fairer on a non-discriminatory basis 
for the future, | 

I point out that the reason these cooperatives were 
ever excluded from taxation must be sought for in their 
early history. Their history commences in Great Britain, 
and in the Appendix on page 32, I go into the growth and 
development of cooperative enterprises in the old land. 

THE CHAIRMAN: We have already studied that feature. 
extensively, Mr. Lipsett. We have read the English reports 
and also the report made by President Roosevelt through 
his committee, so that the history is pretty well establish- 
ed now. 

MR. LIPSETT: I am merely pointing out where it 
can be found if it is considered desirable to look at it. 
Bit wij be ee on the pages beginning with page 32. The 
reason for the tax exemption in England was that the co- 
operative societies in the early days were corporations 
of working men generally who tried to get together as well 
as they could for the purpose of raising wages. They got 
together as cooperatives in order to make wages go as far 
as possible by buying cooperatively for themselves, They 
were later registered under the Industrial and Provident 
Societies Acts the last of which was passed in 1893. By 
reason of that they got the exemption which those 
societies enjoyed from the payment of income tax either 


in respect of profits under Schedule D or in connection 
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with eee and reserves under schedule C. 

At all times in Britain they remained liable under 
Schedules A and B of the income tax forms in England, 
namely, in respect of ownership of property and occupancy 
of property. That was the position in connection with 
the cooperative societies and the matter was first brought 
to public attention in 1905. I have referred here to 
the report of the committee which sat in 1905, the Ritchie 
Committee, which on two grounds recommended that the 
societies should not be taxed. One of these grounds was 
that they were so small, and that they were to a large 
extent true cooperatives then, the other ground being 
that the difficulty of tax collection would be so great 
that the Treasury would really be a loser rather than a 
gainer if they were taxed. 

Cooperative members at that time were nearly all 
workers and people of that class who paid no tax in any 
event.) 100 course, the Commission is well aware of the 
differences in Britain, in Canada, and in the United States 
respectively with respect to the payment of taxes; In 
Britain the bax is paid not by the corporation but by all 
members; in Canada and the United States the corporation 
is taxed. First there is payment by the corporation and 
then there is the tex on income, which is payable to the 
taxpayer when he makes his own return. 

The revenue in England is protected by the fact that 
the corporation there first of all pays the tax on the 
money that it puts to reserve, and secondly it pays taxes 
on all dividends to be distributed. They are deducted, 
in other words, at the soures, and the individual who is 


exempt from income tax then claims a refund. 
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infact, however, as I understand it -- and I think 
it is still the law in England -- the entire prorice “ot 


the corporation pay the tax. The individual shareholder 

or Member pays the tax by ieee it deducted at the source. 
If he is a non-taxpayer he makes application and gets a 
refund. 

That being the law in England, perhaps I can shorten 
my remarks by saying this. The Income Tax Act in Canada 
was passed in 1917 and it was very largely founded upon, 
Pua vory tarecly copied from, thejEneli ch Aegis. I have 
noticed during my stay in Canada that as a rule where 
British legislation is considered good there is no feeling 
peeeiney the adoption of its and on the other hand, when 
I see some change made in Canada in what has been either 


the law or the practice as I knew it in England, I always 


look into the circumstances to find out what is the very 


good reason why the Canadian Legislatures and people have 
Made some alteration in that to which I had been accustomed. 
Generally I have found some very sound practical reason 

for the difference. 

In passing this Act, the Canadian government largely 
copied the British statute and included the exemption of 
cooperative societies at that time, and of course, as we 
all know, the societies at that time were very largely 
true societies which were owned by small people who in 
those days would have been exempt from taxation. The matter 
was not very important in 191”. 

MR. PARKER: Do I understand my learned friend to 
assert that the exemption of cooperatives was included 
ii bie, orieinal Act of L917? 


MR. LIPSETT: Interpreted in that way? 
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THE CHAIRMAN: Was it in 1933 that 4 (p) was inc- 
luded as part of the Income Tax Act? 

MR. PARKER: 1930. 

MR. LIPSETT: I was coming to that because in 
1917, as I understood the Income Tax Act at that time, 
it was interpreted in the same way as the British prov- 
isions; it was under those cireumstances that the British 
Commission of 1919-1920 held its inquiries. 

I wish to deal only very briefly with that Commiss- 
ion and I would ask you to look at the lower part of 
page four. As to that Royal Commission in England, IL 
ne just referred shortly to the fact that it held fifty 
sittings and examined 187 witnesses whose evidence was 
reported in seven large volumes, and its report, which 
was dated March 11, 1920, covers over one hundred and 
forty large printed pages. 

THE CHAIRMAN: Is that offered to us as a pattern 
that we should follow? 

MR. LIPSETT: it may be a reminder to me, sir, that 
I should not be too loquacious. The recommendation will 
be found on page five. 

THE CHATRMAN: We have read that report. 

MR. LIPSETT: It is to the effect that there should 
be no difference between ordinary businesses and co- 
operative societies. There is one part to which I want 
GO col] attention, although [ am sure you have read is, 
and that is that twenty-two members signed that report, 
seven of whom made a reservation. I take it that those 
seven were people who came to the conclusion that co- 
operatives should be exempted from the then existing 
English income tax, but there was then no corporation 


tax in England such as exists in Canada or the United States. 
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Those seven, in their minority report, made this state- 
ment? 

"If there were in the United Kingdom, as there is 
in the United States of America, a corporation tax levied 
specially on corporations as such, it would, no doubt, 
be proper that a cooperative society should, as a separate 
legal entity, be made liable to that tax. But the income 
becels Nobt.-a corporation tax." 

So that ee I read that report, there was a complete- 
ly unanimous finding of that Commission -- not merely a 
majority report but a completely unanimous finding -- 
that if there had been a corporation tax in Britain, as 
there was then and is today in Cannda and the Unjted States, 


these cooperative associations, in their recommendation, 


Should have paid the tax. 


Thers is a further paragraph on page six that a 
would like to read. It is copied from the report, but IL 
think.it is-important enough for-me.to risk troubling you 
once mone. .L quote: 

"I have, however, been much impressed by the 
evidence of the growth cf these societies,- of ene magnitude 
of their operations, and of their tendency to absorb 
business previously carried on by trading organizations 
whose liability to income tax is unquestionable. It is 
Obvious that if this process is indefinitely continued 
the loss to the revenue will be very great, and that a 


corresponding increase must take place in t&is burden of 


‘other taxpayers. It is also clear that the present high 


rate of tax must tend to increase the advantage of the 
sccieties over private traders and manufacturers and sc tc 


accelerate the progress of their absorption or displacement. 
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I think that the very large trade carried on by cooperat-— 
ive societies ought to bear its due share of taxation, 
and that if the income tax is not a suitable instrument 
for that purpose then some fair and workable method of 
taxation should bd devised to fit the cireumstances of 
the case, and that the cooperative societies themselves 
should be consulted as to how this difficult subject can 
best be approached," 

Nothing was done on that report, for various reasons 
that are not of interest here; and in the meantime the 
Canadian Act of 1950 was passed. While the position re- 
Masnod static.in England, the 1950. Ach in Canada putin 
the provision of 4 (p) exempting cooperatives from 
taxation. 

The next step in point of time was the appointment 
of the English Departmental Committee of 1938. 

MR. PARKER: I notice that on page four you refer 
to the decision in the Fraser Valley Milk Producers case. 
Do you suggest that the amendment was passed by reason 
of the decision in that case or is there any relation be- 
tween the two? 

MR. LIPSETT: I do not know that I would like to 
commit myself by saying that my impression was that it 
was really a reversal of that decision. Whether that was 
a case of cause and effect I would not say, but it was sub- 
sequent to that decision. 

MR. PARKER: I wanted to know whether the inference 
was to be drawn that it was because of that decision, 

MR. LIPSETT: My learned friend will agree with me 
that the effect cf it was to reverse the decision. Whether 
the intention was to do that, or to deal more generally 


with the matter, I am not prepared to say. .On the fact of 
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it, however, it would appear to me that it was properly 
the case of a definite decision of the government to re- 
verse that decision of the Court. The fact was that in 
1930, in England and in Canada, for various historical 
reasons, the law was exactly the same after 4 (p) was 
passed, and cooperatives in both countries were exempt 
from taxation. 
In 1932 the English Departmental Committee was 
Set up, and in the meantime, in these ten or twelve 
years, in England, there had been an enormous increase 
in the cooperative movement. Organizations like the 
Scottish cooperatives and the London Co-operative Wholesale 
had grown to vast proportions, and the matter was of course 
changing very gradually all the time. It is very much, 
in my submission, like the case which had a great deal 
of human interest, which your Commission heard about on 
theveodst, <in connection with the wiat tills fishing cooperative. 
That was the origin of the matter in England, and 
to use that case as comparable, or in any way governing 
what should be done with the enormous cooperative organiz- 
ations which are now built up in other parts of Canada, 
is exactly the same as what happened in England, where a 
few workers got together and set up a little cooperative, 
and comparing them with an organization like the Scottish 
Co-operative or the London Co-operative Wholesale. 
However, the English Departmental Committee at 
that time went the whole way in recommending that all 
distinction between them should be abolished, and that a 
true trading profit does result from the trading of societies, 
both with. members and with non-members. 


It was on the strength of that report, and owing to 
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the enormous loss to the revenue and the increase in tlie 
discrimination against the independent traders and corp- 
orations in Englond, that the Finance Act of 1933 was 
passed which swept away all that distinction. 

I have set out in Appendix C the various Acts, 
but unless that is challenged there is no need to trouble 
you with a reading of them. 

Now, sir, I think I might pause to put this view 
to the Commission. We see, and I do not think there can 
be any doubt about it, that the origin of their exemption 
in Britain and the origin of their exemption in Canada 
was partly historical, by reason of the very small found- 
ation from which the movement grew. However, I would like 
for 2 tloment’ voOUput mysclfvintthis position of standing 
up before this Commission, or before any legislative assemb- 
ly, out of the blue, today to argue or to submit an amend- 
ment in the law if cooperatives were now subject to 
taxation, and to ask that the law be altered so as to 
exempt them from taxation: 1 just do not know what argument 
I could put forward that would be acceptable or persuasive 
or logical or fair to ask any tribunal -- if today these 
cooperative organizations were paying a fair share of 
taxes -- to have the law so amended as to exempt these 
associations from taxation. 

T know we have had a great many, I might say almost 
metaphysical arguments as to mutuality, and as te whether 
these surpluses thet have been built up are true profits 
or not. 

My submission, from the common sense point of 
view, from the retail merchants’ point of view, or from 


the business point of view is that all that is simply an 
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endeavour to set up some sort of case so as to escape or 
not to be forced to pay their fair contribution to the 
Huseti on nocessities of the! country: If Iomicht: just 
turn to the middle of page seven, sir, I have set out 
in two appendices referred to there, D and E, extracts 
from the Canada Year Book of 1942, 1943 and 1944. 

These are indicative of the extent of the increase 
that has taken place in cooperative business. In Appendix 
EH there is set out a pamphlet, recently published, which 
I have no doubt will form a portion of the next Canada 
Year Book when it comes out. It is» a) continuation. of 
the dealings.of the cooperative movement and it has been 
brought up a date. 

MR. WLLIOTT: We have that. 

MR. LIPSETT: You have it in Appendix E. The figures 
eroteliy theres) and, lo shalie bes eieneitio eovmorcetaill ys avo 
the matter if the Commission wishes. But what I have 
called attention to at the foot of page seven and page 
eight is, I think, a fair and accurate summary of the 
findings that are more fully set out in that Appendix. 

The first table shows that between 1932 and 1943 
the number of associations has increased from 795 to 1,675; 
that is, more than double. The business has increased 
from $145,000,000 to $352,000,000 in those eleven years -- 
again considerably more than double. The total assets 
have increased from about $70,000,000 to almost $188,000,000. 
The working capital.-- and perhaps this is the most start- 
ling figure of the lot -- has increased from $2,500,000 
to about $25,000,000. 

MR. ARNASON: May I ask you a question there. Whon 
you were discussing these figures, which are official, I 


was wondering whether the conclusion which you want us to 
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draw from the figures is that there significance is re- 
lated to the increase in the growth of cooperative bus- 
iness, or whether you think that these figures should be 
considered in relation to the increase in business which 
has taken place in Canada as a whole during this period. 
Because 1932 was a low point of business activity in the 
Dominion, and there has been a tremendous increase since 
that time, particularly during the war. What weight 
would you like us to attach to these two factors which I 
mention. 

MR. LIPSETT: I think, sir, that is a very fair 
question to put to me. I would like to deal for a moment 
with Mr. arnason's remarks. I think that possibly some 
weight should undoubtedly be given to the growth of 
general business in Canada, but I think it is very trifling 
by comparison with the enormous weight that I would ask 
the Commission to give to the discrimination which has 
put cooperatives in such a favoured position in contrast 
with their opponents or competitors. 

In this table on page 53, which is one of those that 
1 Have, referred to, Ll. think 1 wan say this taeinly thatworse 
all other business in Canada was in a very distressed condit- 
ion during the years from 1932 to, say, 1937, the ccoperative 
associations practically maintained their position in the 
bad times, and when there was any change at all -- take 
the year 1936 -- they made enormous strides, their business 
having gone up from a low of $115,000,000 to $158,000,000 
in that year, which was still depressed. 

MR. ARNASON: In that connection, in your earlier 
remarks you referred to the fact that cocperatives in Groat 
Britain owed their origin to the depressed economic 


conditions that confronted certain people, certain classes 
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of people, and for that reason it was not considered 
necessary to tax those cooperatives. The point I wish 
to draw to your attention is this: Is it not a possib- 
ility that the increase in the number of cooperatives 
from 1932 to 1937, say, which as is well known was a 
period of considerable depression and hardship in Canada, 
may have originated from the same cause -- that is, the 
depressed conditions among the people? I do not wish to 
argue this point, but I was wondering whether you would 
explore that a little, 

‘MR. LIPSETT: I do not know sir that I share the 
view you take of the reason for the commencement of the 
movement in Britain. It is true it was an organization 
Br poor people, there is no doubt spout that. buy ldo 
not think that the times when cooperation started in 
Britain, say from 1844 on, were times of depression over 
there. It was a time of great prosperity in the mid- 
Victorian period. But what started it in Britain was, as 

i see it, the desire of the working people generally, who 
were the poorer people -- poorer not by reason of depress- 
ion necessarily, because at that time manufacturers were 
rapidly growing, and the country was quite rich and 
prosperous -- to receive perhaps a greater share of the 
prosperity that was ebroad by getting their wages increased 
on the one hand through trade unions, and, on the other 
hand, by making those wages go further by buying through cc- 
operatives as consumers. 

I\,do not think, however, that it would be at all 
fair to say, and certainly it would not be my submissicn, 
that the origin of the cooperative movement in England 
had anything to do with a general depression in the country 


such as we have come through in Canada, and I do not think 
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I would accept a suggestion that any increase from 1952 
to 1937 was due to depression in Canada. 

I might answer that argument by asking you to consid- 
er the period from 1937 to 1943, when the depression was 
over, because in that period cooperatives increased from 
around 1,000 to well over 1,600, and turnover increased 
from $174,000,000 to around $353,000,000 or more than 
doubled. 

So that that could not be said to be due to depress- 
jon in Canada. Rather, it was due entirely to the fact that 
during that period, when taxation was increasing by leaps 
and bounds, the position, of competitors, who were bearing 
very heavy burdens of taxation, was very unfavourable in 
comparison with that of the cooperatives. The difference 
was so great that the cooperatives, in the last six or 
seven years of great prosperity, increased consideranuiy 
by reason of the tax discrimination in their favour, 

At the beginning of page eight I have extracted a few 
figures from the tables, but unless the Commission wishes, 
I do not propose to do more than take the total increase 
from the tables, which are there for reference. This is 
the picture that shows the advance that has taken place ae al 
the movement, between 1942 and 1943, when that advance is 
almost 100 per cent by reason of the subsidy, if I may use 
the word, or the tax discrimination which has been given 
in the favourable existing legislation. The membership in- 
creased from 561,000 in 1942 to 585,000 in 1943. There 
is an increase of 24,000 inside twelve months, or an 
inerease of 2,000 per month during that period. The total 
business had increased from $257,000,000 in 1942 to 
$352,000,000 in 1943. Reserves of surplus had increased 


from almost $46,000,000 in 1942 to over 49,000,000 in 1943. 
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Working capital had increased from under $20,500,000 to 
over $25,500,000 in 1943. There is an increase in working 
capital of 25 per cent inside twelve months. That 25 

per cent, in my respectful submission to the Commission, 
is money that should be in the Federal Treasury at the 
present time instead of being used as working capital 

for expansion or for the wiping out ofccompetitors. The 
sale of farm products had increased from $244,000,000 to 
$295,000,000 and the sale of supplies from $42,000,000 

Howe 5oyS007,0005 

I respectfully draw your attention to this, Mr. 
Arnason. There is an increase in one year of the kind 1 
have indicated, not becuase of poor people trying to co- 
operate to seve themselves; but in a year of the greatest 
prosperity a very strong business organization, developing 
throughout Canada, had taken the very fullest advantage oc: 
the fact that it ecounawenued nothing at all to the necess- 
ities ofithe country, or to vthe warveffortl, during tien 
periad. 

It seems to me that it is trifling with words when 
we begin to ask whether that is really profits or whether 
it belongs to John Jones or to Bill Smith, or somebody 
else, members of this organization. It is money that 
has been acquired by purchasing things at a certain sum and 
selling them at mcre than that sum, plus the cost of 
selling things at a certain price and selling at a higher 
price than cost price and expenses. And it has been put 
there into surplus funds. 

Whether, you call it profits or hot,’ under present 
definitions, if it is not profits then my respectful 
busmission would be that there should be a different 


definition of "profits" so as to make it quite clear that 
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that discrimination, both from the standpoint cf compestiviy 
traders and having regard to the tremendous loss to the 
Federal Treasury, should be stopped immediately. 

In. the next table, E, I do not know that I should 
again do more than give the figures as I take them from 
that which I have set out at the foot of page eight. I 
shall be glad to discuss any figure that is shown, but we 
got the figures which I have extracted for the provinces of 
Saskatchewan and Alberta, and those show for the province of 
Saskatchewan 513 associations with a total business of over 
$100,000,000 and total assets of over $85,000,000, and for 
the province of Alberta 110 associations with a total business 
of over $50,000,000 and total assets of over $28,000,000. 

I gather that these figures for Alberta were brought 
up to ee by Mr. Fitzpatrick in his very interesting evid- 
ence, and at the present time they are a considerable under- 
statement of the cooperative movement in Alberta. 

I have not included other interesting facts in that 
Appendix, because I thought I was trespassing on the fore- 
bearance of the Commission in the length of the brief with- 
out doing so; but they also show the amount done by credit 
unions and mutual: fire insurance companies,. and the figures 
with reference to the mutual fire insurance companies is 
Ree certline ten 

At the end of 1942, as I set out at the foot of page 
eight, farmers’ mutual fire insurance companies in Canada 
were holding a net amount of insurance cf $1,306,000,000. 
Those premiums are peid. The surplus does net pay any tax 
whatever. They compete with ordinary insurance corporations 
which, out of their revenue, that is to say the premiums 
paid by the policy holders, have to pay an enormous sum in 


corporation taxes and in income tax, whereas these mutual 
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societies pay nothing whatever; and to place them in 
comparison with the small societies or cocperative assoc- 
tations in Britain, which first set the precedent of oes- 
caping taxation, is really in my submission not facing the 
true positicn ahd the facts as they exist today. 

In the next section, from page nine to page twelve, 
I have set out -- subject to considerable inaccuracies, 
although I have done the best I could -- a short historical 
sketch of the movement in Saskatchewan. You will get that 
more fully from some of the other briefs, and that being 
so I will leave it with the Commission as it stands, 
unless you want me to read it. The part to which I would 
draw attention is at the foot of page nine, where I have 
set out a table, This is from the agricultural annual 
report of 1943, from which it will be seen that during the 
period from 1938 to 1942 the number of associations whicn 
reported had increased from 445 to 674, that the paid-up 
capital had inéreaséd more than 50 per cent, that assets 
had considerably more than doubled, that total sales had 
almost trebled, and that net surplus had consideraly more 
than doubled. 

Perhaps I should say, sir, on reading that report 
which I have dealt with, that I was greatly interested in 
and very appreciative of the clarity with which that 
report from the Economics Division of the Department of 
Agriculture in Saskatchewan, and the Co-operative 
Associations Branch in Saskatchewan had been compiled. 

I think it is a document that reflects credit upon the 
government. Both documents reflect great credit on this 
government for the compilation of the facts, and the 

putting together of the comprehensive data included. I mean 


every word of that. 
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On page ten I refer to the tables-in that report 
and the first paragraph in table 1, with reference to co- 
operative marketing associations, will show that in the 
year 1942-45 as compared with 1941-42 they had increased 
their total assets from under $50,000,000 to over $79,000,000 
and their total business from under $50,000,000 to over 
$86,000,000. 

Looking at these figures, I would ask this question: 
What has enabled all this to be accomplished, under ordinary 
competitive business conditions, except tax discrimination? 
What difference was there that would enable that progress 
to be made by this tax-free organization? When I come to 
deal shortly with the increases in taxation, it will be seen 
how much the discrimination has increased in the war years 
by reason of the heavy taxation borne by other people. I 
throw out the suggestion as worthy of the consideration of 
this Commission, as to what other reason, except this tax 
discrimination, can be put forward by these non-taxpaying 
organizations to account for that increase of over 50 per 
cent in the one year in their business activities. 

In the next paragraph I refer to the increase in co- 
operative stores, which is a matter that my clients as 
retailers are chiefly interested in. May I quote the follow- 
ing from page ten; 

"In this connection the annual report for 1943 
shows that the number of cooperative stores increased from 
56 in 1941 to 70 in 1942; that in addition to these there 
were large numbers of bulk trading associations operating 
general sbores and hardware departments, and numbers of 
bulk trading organizations handling chiefly bulk commodities. 

"The Report shows that the business of retail 


purchasing associations in Saskatchewan, had increased from 
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around $8% million in 1941 to almost #114 in 1942; and 
that their net reserves had increased from somewhat over 
$14 million in 1941 to over $2 million in 1942." 

That is notwithstanding the paragraph which I quote 
ot the end of page ten.from the report,' which states: 

"The volume of business transacted by retail pur- 
chasing associations increased by more than two and a half 
million dollars during the year ending April, 1943. This 
inerease took place notwithstanding a growing shortage of 
supplies of various kinds, a shortage of personnel and 
government restrictions respecting the establishment of 
new retail outlets. For example, no new associations 
for retailing petroleum products were bream ined during the 
year. On the other hand, a number of retail cooperatives 
expanded their operations under permit from the Wartime 
Prices and Trade Board through the purchase of retail 
stores. This represented healthy expansion on the whole 
as it did not result in any duplication of activities and 
was undertaken in many instances for the purpose of main- 
taining adequate retail services for the community concerned. 
As a matter of fact, the restrietions in the establishment 
of new retail outlets, which were made necessary due to war 
conditions, have given retail cooperative associations an 
opportunity of consolidating their financial position and to 
accumulates reserves necessary for post-war expansion. The 
prospects for future developments of cooperative retail 
purchasing appear promising." 

It shows that the war had put the ccoperatives in 
a stronger position to accumulate reserves and get ready 
for post-war competition; and the only reason that occurs 
to me for their being in that favourable position is the 


fact that all their competitors were contributing to the war 
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effort while they had paid nothing either to the war 
effort ae to the necessities of the country. I quote 
the next paragraph: 

"Four new cooperative: purchasing associations were 
Organized during the year. 

"Table XI in this report (an extract of which is 
set out in Appendix F), shows that the number of cooper- 
ative organizations in Saskatchewan increased from 768 
in.1942 to 802 in 1943; and that the total business had 
{nereased from under $644 million in 1942 to over $105 
Mute on 1 nal 9t5,™ 

Perhaps that is the most startling figure from the 
whole report. There is an increase in the business in 
One year, by reason of the tax exemption discrimination, 
from $64,500,000 in 1942 to $105,000,000 in 1945. I 
would refer the Commission to the last paragraph on page 
eleven; 

"The report states that closer trade relations were 
also developed with United States cooperatives, this in- 
volving in some instances, investments in United States 
cooperative enterprises by Saskatchewan organizations. It 
was expected that Canadian Co-operative Implements Limited 
would ultimately enter actively into the business of 
manufacturing farm implements and machinery. Other 
activities included cooperatives for the production and 
marketing of sheep} a Co-operative Superannuation Soclevy; 
a Co-operative Fidelity and Guarantee Company ey yO 
provide bonding services for officials of cooperative 
organizations; proposals for application of cooperative 
principles for providing medical and hospital services 


Low cost insurance, community halls, cooperative education 
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and credit unions, with discussions taking place with 
credit union officials in other provinces with regard to 
the establishing of a national association of credit 
unions for Canada." 
In other words, the expansion which I have dealt 

with is nothing compared to the expected expansion which 
is going to take place as indicated in that paragraph -- 
expansion in all directions, analgamations in cooperation 
with cooperative societies in the United States, and so 
on. The net result, I respectfully submit, is that private 
concerns will not be able to stay in business. As Mr. 
Fitzpatrick pointed out yesterday, if a man wanted to sell 
his business there was no suggestion that he rent to anyone 
else but a cooperative; and they can buy out at 50 per 
cent or 100 per cent over the value to any other trader 
because of the fact that once they get the business, if they 
have a profit of $100,000, instead of $50,000 going into 
taxation, they will have the $100,000; whereas their 
opponent has only $50,000. In other words, they will have 
$100,000 to play with and buy the next man out, thus in- 
creasing their competitive position. 

On the next page, twelve, I draw attention to 
the address of Mr. I. H. Hull, Manager of the Indiana Farm 
Bureau of Indianapolis, Indiana, who emphasized the need 
of giving the utmost support to the war effort. That was 
published in connection with the annual meeting of the co- 
operative movement of Canada, and apparently it was received 
with approval there. I would ask that Mr. Hull's suggestior 
be implemented. In this war effort every organization in 
Canada should pull its full weight, and these organizatiors 
are pulling none of the weight. The comparable funds which 


their competitors are paying to help the war effort they are 
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putting into reserve funds in order to wipe out their 
. competitors. 

In the next section I deal with Alberta more 
particularly, and you have already heard from Mr.Fitzpatrick 
about the various Acts which are in operation in this 
province -- the Co-operative Associations Act, the Co- 
operative Marketing Associations Act, and the Frozen Food 
Locker Act. 

The membership in the organization is not confined 
to people who in the ordinary sense of the word become 
members. As to the composition of the membership, I would 
refer you to the following paragraphs on page fourteen: 

"1. Persons who are engaged in the production or 
marketing of any agricultural product or fish to be 
handled by the society, oz who are the tenants of the land 
used for the production of any such product, and persons 
who are landlords and who receive as rent, all. or any part 
of any such product grown upon land leased by them, 

"2. By Special by-law, persons who are consumers 
of any such agricultural product. This provision enables 
the membership to be indefinitely extended so that the 
association is no longer a cooperative as defined by the 
Rochdale principles,” 

Thats is to say, im the first’ place, practically svery 
person who owns land in the province can be made a member 
within the foregoing rules; and secondly, according to the 
special by-law, which I have no doubt was passed without 
difficulty, if LT go into -a retail store and “ouy & pound 
of potatores I am a member of the organization, and whatever 
profits they make go into a surplus fund and escape 
taxation, And the provision enables the membership to be 


indefinitely extended, so that the association is no longer 
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a cooperative in accordance with the Rochdale princip ss 

I refer shortly to the Supervision Act and the 
Co-operative Marketing Associations Guarantee Act under 
which, as Mr. Fitzpatrick pointed out to the Commission, 
he has elmost unlimited powers to set uv an organization 
which will be exempted ipso facto from all liabilities 

"for Dominion taxation and which can take over any taxpaying 
retailer who can be Poreed by circumstances out of business 
for the simple reason that he cannot possibly compete. 

I have called attention also to the provisions pre- 
venting any other cooperative association from setting up 
within a five-mile radius and competing, notwithstanding 
that there is no protection at all for the retail merchant. 
He has got to face that competition from any cooperative 
which may be set up in the building next to him, 

LI do not think I need trouble you further with any- 
thing in that connection because you have already received 
from Mr. Fitzpatrick the record which I have set out in 
fppendix) G, which is*beforenyous imefullie Towill not! refer 
DOSE GEL Urbne Tr « 

MR. ARNASON: In connection with Appendix G, at page 
61, perhaps you will answer a question. It shows the 
increase which has taken place in the number of cooperative 
retall Storessin Alberta, eThesnumber’ of reballestomesites 
increased from 56 in 1941 to 73 in 1943. Just digressing 
for a moment, have you, any information regarding the total 
number of retail stores in this province? 

MR. LIPSETT?: .L may say at enée; withoutreiving the 
exact number, that i will try to get it if Mr. McKay 
has it, but it runs into many thousands. I will Say furtia: 
that this elimination of the retsiler is a tendency which 


is in its infancy at the moment. These Acts have been 
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recentiy passed and are only just now commencing to show 
the effect which they will have. These stores increased 
from 56 to 73. That 73 was part of the figure given for 
1943 of 186 units. 

if I understood Mr. Fitzpatrick's evidence correctly, 
that 186 had increased to 244 at the end of 1944. So that 
there i8.en even larger increase, if 1 got the evidenos 
correctly. 

MR. ARNASON: Following that further, if I may. Have 
you any information which would show the number of sales 
that have been made with respect to transfers of retail 
business establishments from one person to another during 
the past year? 

MR. LIPSHTT: I will ask Mr. McKey to take a note 
of thet. and get the information Dor the Commission. f am 
Nob sure that T can get it. I Gdid not come atross. anyphine 
in any official document to which I had access, but I 
concede at once that the taking over of these retail 
merchants is only just beginning now, and you can see the 
possibilities. If ten men in a village can set up a tax- 
free opposition store which will sell to anybody, the 
ordinary taxpaying merchant who is within the taxpaying 
limits has not a chance to survive over any extended period. 

MR. ARNASON: I raise the question because 1 am under 
the impression that owing to increased business activity 
which has taken place in the past three years there has 
been a considerable transfer of stores. A very considerable 
number of stores have been sold by former owners to new 
purchasers, not necessarily cooperatives. 

MR, LIPSETT: From my own practice I know of cases 


where.stores have been. sold to other indivicusis.,... tan 


I am correct in saying that, without pointing to any particular 
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instance where that was done. I think the movement of 


cooperatives taking over stores in this province is just 


in its infancy, just commencing. Mr.MaoKay, who is 

Ate nue Hi ne me, tells me -- I do not know whether it is 

an answer to your question -- that there is practically 

no incentive on the part of one man to take over a business 
from another because they cannot get any additional 

quotas. 1 am not sure that I make myself clear, but IL 
understand that the war-time restrictions put a stop to 

the transfer or opening of additional stores by any person, 
ond the way to get a business is to buy an existing store. 
Then you get up against what I have been trying to indicate, 
nemely, that the cooperative organization can outbid any- 
one else in obtaining existing stores, because it can go 
into business then knowing that the 20, 30 or 50 per cent 
of profits which the private trader had to pay to the govern- 
ment is entirely wiped out once the cooperative takes over 
the store. 

I do not know how much interest there is in the small 
summary which I have put in with reference to cooperation 
in the United States. 

THE CHATRMAN: JI think you can leave that to us. We 
will certainly make that comparison. 

MR. LIPSETT: If you will, sir. JI have taken extracts 
from the press and other sources which I have been able to 
find myself. 

I would refer you to page eighteen, which you have no 
doubt looked at. I call your attention to it as an 
illustration of what is happening in the United States in 
the case of a small grain company. It had & profit of 


$23,000 and paid $12,000 in taxes. They were feeling the 
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pinch of cooperative competition and the directors sent 
out a circular to the sharscholders. I do not know what 
the result was, but I got a copy of the circular in which 
they said that they would give their present members, in 
lieu of each $50.00 share, five shares each worth $50.00, 
or a total of $250. paying 3 per cent instead of the 
15 per cent dividend which had been paid previously. This, 
I gathered, was to bring tham within the limit allowed 
cooperatives. They then suggested making it a cooperative, 
and the effect will be that half their profits of $12,000 
out of $23,000 will go into the reserve and be free from 
taxation, and they say that with that advantage they can 
develop their organization into something extraordinary. 
They get all their profits as before and they have $12,000 
of what should go to the United States! government for taxes, 
but they increase their own business at the expense of tax- 
paying competitors. if it were not for the possibilities 
of what might develop from this Commission, I suggest that 
if I were advising a grain elevator company tomorrow, or 
a large trader, I might say to them, "If you want to escape 
taxation -- though it would not be a laudable object -- the 
only way to do it is to reorganize your elevator company 
or retail business as a cooperative.® But what the result 
of that might be to the revenues of the country I do not 
quite know. 

THE CHAIRMAN: That might be ofgreat interest to Counsel 
Sitting behind you, Mr, Lipsett. 

MR. LIPSETT: I would not attempt to advise my learned 
friends on a subject of which they know much more than I dG; 
but it does seem a possibility if this tendency is allowed ic 


go on that you might have, in the United States or in Canada, 
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a cocperative state or province in which every OL oF 
business would ultimately have to be done by cooperatives, 
and under circumstances which indicate that there might be 
some difficulty. in raising the necessary revenues to support 
government. 

I refer you now to page twenty, but I do not intend 
to trouble you with reading it. I know you have a thorough 
knowledge of it. I refer to the resolutions of the United 
Nations Conference held in June, 1943, which resolutions 
show the importance of the taxation question, and how 
important it is that discrimination should be done away 
with, because it is obvious that the future of the cooper- 
ative movement is all in the direction of enormous expansion. 

Coming to the next section dealing with the Canadian 
taxation law today, I do not intend to deal with that at 
all, because all that will be before you in many other 
cases. There is just one thing, however, I would touch 
upon. Jl wish to make a correction in one respect to which 
my attention has been called by one of the gentlemen inter- 
ested on the other side. I refer at the top of page 
twenty-three, to the case of Saskatchewan Co-operative 
Wheat Producers Ltd. against Zurowski. It has no reference 
To tnas taxation problem at all, 

THE CHAIRMAN: That is to be omitted? 

MR. LIPSETT: Yes; and there is a case TI have 
omitted which should be referred to, namely, the Minister 
of National Revenue against Saskatchewan Co-operative 
Wheat Producers Limited reported 1930 Supreme Court Reports 
page 402. 

I would like to read the comments on page twenty- 


four because they are descriptive of the activities of my 
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clients in this province and the part they played during 
the depression; 

"Retail merchants deserve sympathetic consideration 
from the public they have served so well. In the years 
OF the depression, from 1930 to 1935 or 1956, when. banks 
and other financial institutions found it impossible to 
extend credit, the farmer had no alternative but to throw 
himself upon the generosity of the local retail merchant, 
As a result of the continuance of the depression the 
merchant gradually exhausted his own resources and later 
his credit with his wholesalers. Under these picotmer age. 
the Association made a survey throughout the province of 
the position of these retail merchants at the request of 
the provincial government and a brief was presented to 
the government in 1932 which showed, following receipt of a 
confidential questionnaire from the trade generally, that 
at that time over $40,000,000 of credit had been extended 
by the merchants and appeared on their books as outstand- 
ing debts due by the farmers and other customers who had 
been dealing at these local stores. 

"The retail merchants have given useful public 
service and their extermination by means of discriminating 
taxation will be most unjust to them as a class, and might 
become a public calamity."- 

That part of my brief I got from Mr.Mackay and I 
Walk ask him tbo contirm Lt when Dub fim im the box. 

In the néxt part of the brief, which begins at 
page twenty-five, I deal with the discriminatory taxation 
against taxpaying businesses and its effect on retail 
merchants generally. It is the last section that I deal 


with, and as I think possibly I am still within my time, 
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if it meets with your approval I would like to read that 
part and put it to the Commission. It reads: 

"When the Canadian Income War Tax Act was originally 
passed in 1917, the tax imposed was only 4 per cent with | 
&® super tax of 2 per cent. on larger incomes. Consequently 
the exemption of cooperative organizations did not impose 
a large discriminatory burden on other businesses. Similarly, 
when the Corporation Tax was first passed in 1918 it was 
only 6 per cent and in the year 1930, when the Income War 
Tax Act was passed it was only 8 per cent. Now that income 
tax has gradually been stepped up to its present basis, 
and now that corporation tax has been increased from the 
8 per cent basis to something between 40 per cent and 80 
per cent of business profits, present-day discrimination 
between private business and incorporated trading companies 
on the one hand, and tax-free business concerns obtaining 
relief under the cloak of cooperative asscciation, has be- 
come little short of a public scandal, 

"The. evasion of taxation by trading cooperative 
organizations under the patronage dividend schemes at present 
in force, emphasizes this discrimination and more especially 
so when it is realized that the competing incorporated 
company is prevented from paying patronage dividends by 
Section 498A of the Criminal Code." 

MR. PARKER: Did my learned friend intend to use 
the word “evasion” there? He uses it deliberately and 
it Seems a strong word to go into the record. 

MR. LIPSETT: 1 certainly do not want an argument 
over a word; a neutral word would be “avoidance”. 

MR. PARKER: JI wanted to know what you meant; that 


was all. 
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MR. LIPSETT: “I did not use it ih any critical 
sense because the general rule thet every lawyer adopts 
is this. If I could avoid or evade the payment of taxes 
in ordinary times by reason of the wording of a statute 
I would be justified in so advising a client if the word- 
ing of the statute made it possible. However, “non-paymemm 
of taxes" would be neutral. 2 do not intend to reflect 
on anyone. Continuing: 

tThese patronage dividends are not, in any sense 
of the word, a return of surplus to members in any sense 
which should exempt cooperative associations. They are 
surpluses only nominally ear-marked for the benefit of 
members, which are held in the coffers of the cooperative 
organizations for years after they have been earned, Le 
this way they provide the capital necessary to enable the 
cooperative organizations to compete with and eventually 
+0 ruin the taxpaying competitor. The cooperative organiz- 
ation may start on a shoe-string and by neither paying income 
box Ol ios prorit or Surplus "at Uno year clin, Toy returning 
such profit or surplus to its members, may provide itself 
with the necessary capital, to increase its operations and 
expand into many new fields. All this is done with money 
which should be used to pay taxes similar to taxes paid by 
the competing business, or should at the end of the year be 
returned to the members who provided the surplus and who 
in turn should account for it in their income tax returns. 
Instead of adopting either course ae cooperative treats the 
surplus as if it were capital belonging to the cooperative 
association and retains it for as long a period as that 
capital may be required for its business purposes and 
expansion, 


"Tn a case brought by Robert Barnes of Winnipeg, 
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against Sask. Co-operative Producers Limited, Mr. Justice 
Bigelow handed down a judgment as appears by a report in 
the Calgary Herald of January 18, 1945, in which that 
corporation set up the defence that deductions from growers 
for commercial reserve of over #4 million and elevator 
deductions of over $12 million, did not have to be repaid. 
The figures showed, according to the report, that over 

$10 million of patronage dividends had been deducted from 
profits between 1939 and 1944 and the Society claimed this 
surplus did not have to be paid out to the members whose 
payments had produced those profits, but could be held by 
the society without payment of any interest, unless or 
until therewiss a dissolution of the Company.” 

I understand the contention of the cooperative was 
that they were entitled to hold both the capital investment 
money they had got and the patronage dividends. I have to 
thank my learned friend Mr. Milliken for a correction which 
I gladly make, and that is to the effect that the contention 
of the cooperative was that they could retain the money paid 
to them as capital investment. but could not and did not claim 
the right to retain the patronage dividend. That is an 
error 1. made and: lL, would. Jike.toxcorrect ib) 

MR. MILLIKEN: Patronage dividends were not really 
involved in the lawsuit. That might be a better way to 
put it. 

MR, ..LIPSETT: .Thank.you, form the correctionis & did 
it hurriedly at the last minute, and it is hard to get 
the exact point of a case from a condensed report that 
appears in the papers. I do not make any observations about 
that case because it will be reported fully before you 


consider your report in this matter. Continuing: 
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"While the judgment of the Court was against 
this contention, of the cooperative organization, the 
Defendant's attitude, which presumably reflects the attit- 
ude of cooperative organizations generally, seems to 
have been that the association is a separate legal entity, 
and is entitled to hold the so-called patronage dividends 
indefinitely, and use them for business expansion or 
working capital. 

"On that contention there can be no reasonable 
doubt that the Association, in its capacity of a separate 
legal entity, secures a large benefit from the use of such 
PrOLrits or surplus and its claim that ‘such profits should 
not be subject to taxation becomes entirely unsustainable. 

"How scrious is the effect of this discrimination 
on ordinary traders and commercial corporations, and how 
much greater the burden of the discrimination has become 
In Peceiy years can be Sasiity seen on observing the increase 
in income tax payments which has recently taken place. 

In the year 1939-1940 some $134 million was paid. by 
Canadians for income tax but for the year 1943-44 income 
tax payments had increased to $1,620 million. 

"Ths Business Year Book for 1944 sets out a 
compilation of taxes paid by various Canadian companies. 
Taxation figures relating to 127 Canadian companies showed 
an inersase of 330 per cent over their pre-war tax figures 
while during the same period profits were up only 2.6 
per cent. These companies represent a cross-section of 
industrial organizations throughout Canada. One section 
ef the companies included, has reference to merchandising 
and includes nine extensive companies cperating in various 


parts of Canada. For these merchandising companies the 


ow 


~ 


eee 
ae 

hot 
- es 
a 
in 


- 
i feed 
i 3 
“ “i 
wat 
e % 


a - 
ee Oe a i 


\ 
ne = 
= - a 
Bt i 
| zh 
4 cue ? 5 me 
Se a 
: : ics 
vy . nae 
~ a 
¥ : 
Le) 
i 
> - 


or ac 
ms ow 
Pas S 
pp 
c- 
. 
; ra 


eS =o 


B-749 -~749- Mr. Lipsett 


taxes paid in the four years, 1939 to 1942, both inclusive, 


are as follows: 


1939 eine $ 966,000 
1940 ae 1,979,000 
1941 Bees 5 214000 
1942 oak 7200000 


"Although these figures only tell the tale down 
to the year 1942, it will be seen that the tax increases 
in the case of merchandising firms is over 600 per cent, 
Or almost double the tax increases payable by industrial 
eouterns as 4a whole,” 

My clients are interested in merchandising, 
and the figures for merchandising as given here are quite 
interesting. Continuing: 

"There is no reason to suppose that the increased 
taxation which is being borne by the larger merchandising 
fizvms sbove dealt with, difiters appreciably from the 
increased taxation borne by the Retail Merchants of the 
province of Alberta. If the above assumption is correct, 
then present-day tax discrimination as between the Alberta 
retailer and his cooperative competitor hits such retail 
trader much more severely now than in pre-war years when 
the tax burden was comparatively light. The competitive 
position of the retail trader becomes worse and worse as 
the weight of taxation imposed upon him, yearly grows more 
and more severe. In comparison with his cooperative 
competitor, who remains immune from the tax burden, his 
position is gradually becoming very critical and may soon 
become desperate as cooperative retailing expands." 

I next give two instances which IL took from an 
address of my learned friend, Mr. Thorvaldson. JI am not 


in a position to prove the figures, although 1 have no doubt 
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they are correct, but I put them in as my argument: 
Continuing: 

"Two outstanding instances of tax discrimination 
were. referred to in a recent address given by Mr. G. S. 
Thorvaldson, K. C., which was given wide publicity in the 
public press. He stated that one western cooperative 
association showed earnings of $4.27 million for the year 
ending July 31, 1943, all of which was free from income 
tax and excess profits tax, while if the same earnings had 
accrued to an ordinary incorporated company, such company 
would have paid over $3,500,000 for income and excess profits 
tax, and would have been left with only ebout $750,000 for 
distribution amongst the owners of the concern as well a 
to provide for reserves and funds for any desired expansion,."* 

THE CHAIRMAN: Aren't you stealing Mr.Thorvaldson's 
thunder? 

MR. LIPSETT: He himself was good enough to come 
and give these figures in Calgary before the Commission 
sat. 

MR. PARKER: We can assure them both that we have 
already read it with a great deal of interest. 

MR. LIPSETT: I felt I should express my indebtedness 
tomy Tearncad Triend Tor the tfieures petause- they Were: now 
my own. I will not trouble you further with the figures. 
You have two cases where one pays an enormous sum in 
taxation, $3,500,000, and the other pays nothing. Mr. 
Thorvaldson also deals with the position of the Montreal 
Light, Heat and Power Company. I also mention the fact 
that tax exemptionsat present result in a loss of at least 
$100 ,000,000 to the Federal Treasury. Then, in the third 


paragraph on page twenty-eight I say: 
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"The attitude of wheat and orop handling associat- 
ions differs considerably. In one instance it has been 
intimated strongly that if trading corporations engaged in 
handling the wheat and other crops of Canadian farmers 
succeed in forcing cooperative associations to pay income 
and excess profits tax, then such associations in turn 
will oe down the handling charges for grain to a point 
where no profits can be made and that by so doing the 
profits of trading corporations will also be eliminated, 
if in fact such concerns would not be put out of business. 

"This attitude, aimed at avoiding taxation payments 
mes thewmidst -of al Great .War iis certainly not a very loyal 
or laudable one. IT IS SUBMITTED that it is equally unsound 
from a business point of view, 

"If the cooperative associations had handled farm 
products merely on a basis of cost they would never have 
been able to obtain the encrmous reserves accumulated from 
profits and now used as working capital and for expansion 
purposes. The only difference in the power of competition 
between cooperative organizations and trade corporations 
is that the trade corporations have had to find at the 
outset and at market rates of interest the capital necessary 
for their operations and have had to pay their Share or 
income tax and excess profits duty on all their profits from 
the start, while the cooperative associations have carried 
on and enlarged their operations out of profits, or as they 
are sometimes called, surpluses, which it is claimed by them 
do not really belong to the cooperative associations but to 
their patrons. In this case they should it is submitted 
have been immediately returned to the patrons of the 
organization at the end of the season's trading, failing which 


they should have become liable to tax as retained reserves. 
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"The cooperatives claim to retain such profits for 
business purposes, but claim them as the property of 
patrons, so as to secure tax exemptions. 

WAs distinct from that attitude, which seems ceserv— 
ing of considerable censure, favourable attention is drawn 
to a statement in the 1945 Annual Report of United Grain 
Growers Limited. The accounts show that in the years 1942, 
1943 and 1944 some $2,000,000 have been set aside before 
profits were arrived at for patronage dividends, pending 
the decision as to that corporation's liability to income 
and excéss profits tax. It was stated that if the organiz- 
ation was liable to tax, some 85 per cent of that $2,000,000 
would be payable to the federal government for taxes. 
Notwithstanding the possibility of that result the Directors!’ 
Report both for the years 1943 and 1944 stated that the 
Company, so far from resisting taxation properly applicable 
to the Company's business, was simply awaiting final decision 
as to what taxes were payable under the laws of Canada, as 
they now stand. The report then goes on to say: 

%Tn dealing with this matter the Board of Directors 
has been governed by two principles which have been stated 
in previous annual reports. In the first place the Company 
fully recognizes the duty and obligation of every individual 
ena insphitution in the country to pey such taxes es may ne 
required and imposed, and most especially in wartime. That 
is an attitude which the Board of Directors feels sure cee 
shared by every member-customer of this Company. The 
importance of the principle is emphasized, so far as 
farmers are concerned, by the increasing weight of income 
taxation to which they as individuals are now subject. On 
the other hand, the principle of equality of treatment must 


be maintained, and full recognition accorded to the fact 


sees 
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that this Company and its member-customers are fully 
entitled to take advantage of any tax exemptions which 
May be accorded by the government and the parliament of 
Canada in respect to the earnings and payments of any 
cooperative institution." 

I quote that with considerable approval, if I may 
Say So, as the considered pronouncement of one of the 
largest farmers! organizations in western Canada. 

MR. STEER: I am acting for the United Grain Growers, 
and while we appreciate the kindly references which my 
friend has made, we still feel that it is always dangerous 
to take quotations out of their context. I will ask my 
isarned Pricnd'to put Geforé the Commission the Pull” text 
of the statement which he has quoted. I have the reports 
here, and while perhaps the quotation gives the exact 
meaning, if may be open to some slight misinterpretation. 
The text is found in the section dealing with patronage 
dividends. In the 1943 report it is found on page 
thirteen and in the 1944 report on pages fifteen and 
sixteen. With the Commission's approval, I would ask my 
learned friend to put those in so that the passage will be 
read in its proper context. | 

THE CHATRMAN: I am sure Mr. Lipsett has no objection 
to that. 

MR. LIPSETT: I would be glad to put in five copies 
of the annual report of United Grain Growers for 1943 and 
Dave copies ‘of the annual report for the veer 19447" I 
gladly put those in, sir, at the request of my learned 
friend, and I do so all the more agreeably as I have the 
highest respect for the company which he represents. I 
have had an opportunity personally of observing its 


activities throughout western Canada, right here in this 


. ae . , f 1 - be 
ee Te ee eae f a) ieee 
: ; 
1 
; 


{gaqmod eid? gang 


oe) ‘ shia Ame eh rane my i ae ‘ . + UJ ny y Reg i \ 7 a La a » * 7 H 4 a 
dGisiw dootigneks nat. wip oO SRATMeY DS OUST OF Pele ieee 


F 
&. pay Ak ; x g a * we riry ey + 
ie eh ry ce nie Pte exgy ot y oe @ : tele ee . z a t ms de . Ly 7 Ti 
WP BP SSNPS a, tA 4 ef LisAi ah A sh A I¢s) 4 &, al | Gk VE i 
tee ; nes 
‘ 
Wibedee webs cid LOGON EPR Ys be > a E F Leek > 
ae . 
- ¥ . 7 " - =¢ a 
2 me + Fr ry my of ' 
; ; , BAIN LVN OC A Gok TS : z ) 
4 S44 Co > y a, k ' 9 
; doe YW ted hit POMPE EP Che ey 2 
ies a dan - ; oe pay ido? ’ * ‘ woh far art ai Oe tac 
Oso VAD Bl 20) see , C2. POULSBO Cale <i ;Vi, Vee 
¥ ae ‘ : « f 
v 4 ay + a | ¢ ws P i * © rf t 
« i5: Las it : La REC Bio: > 2 
‘ : fa a : 
f r . f in, , ora rt i? 
vit f ‘. ce. rin <> oo fie F 
7 ’ ; : z 
. ° 
- F = bn Beek teuhs. s 
7 oS j : te ee yaad Ge 5 ; ; ny 3 
. eT a 4 ‘ ngs 
wig z ies 1 . For 
» 5 a 4 . ’ Net od 
. ‘ b ou &% 
oe nie , ; . , 5 ) , ' 
. a ’ a gee went , 
— - : » ; ts i % . j ‘o P ¢ 
rr eY ' 5 
wa : =f : r fp 
" . ‘ fy ; : ‘'t i 
: U i eh a t + sm - 
p it 
y * 
‘ ’ 
z . 
. t | af 
: bat : > i+ 
bs i + - 
’ ; ' 4 { = < 
f ; Ee Fs he ih. de - 4% 
. * Socks ‘ oe 
P 
r J \ : H ; me 
. f- { t r t ‘ 
F ; 
<\ i be , . 
1 
Pama ry e L F ’ 
4 - 
! . 
: Ae te : 
+ eerily 
; ; | 
! é 
SS ih : 
be . Ae « 
£ By, th f ‘4 
i : 
: : : 4‘ Fi 5 ; . E 
v : i 5 e = iad a E aes 
o os . y* " .£ i : 
eee 2 (= ss é M « 
peas tat 6 ; . 
eck ee ee ra ie : i : . i ; . 
AORN roe Fras ATS lira, ? ue 7 i Ory Aad e 
: ‘ wi 
F Ly arse . 5 : i S 
By ge, hea ks ‘ BY ; boda ’ 
. ¥ 
e rf 
; ouit - ' Ls i 
CO oy 5 P A Sigal . ‘. 
bs ot ; i fe] 
rar ce oe berg “ i 4 i ae 
25 Py ae tt fe - ‘ aa 4 “ 
: ; " F y i; a , | ' t VV i 
; =) ; ; ee a: 


B-754 


-794- Mr. Lipsett 


province and down east as far as Winnipeg, and I have 

had the honour and pleasure of meeting and knowing a number 
of its directors.and,.other offichals and I have no hesitat- 
ion in saying that from the point of view of the provinces 
concerned, and the farmers, the United Grain Growers is 
efficient and has done admirable work. 1 do not know 
whether there is any particular part of the report which 
my learned friend would like me to refer to. 

THE CHAIRMAN: No, thank you, Mr. Lipsett. We 
have the report. 

MReEHLLIPSETTs.. Oh pagetthirty.l fo .on:-to.say? 

"The question at once arises, how can an organization 
such as the above, pay the foregoing large sum for federal 
taxation if it has to compete against a somewhat similar 
organization earning approximately the same amount, which 
is permitted by the government of the Dominion to escape 
all taxation. 

"For the retail merchant of Alberta the picture is 
indeed a gloomy one. While legislation already referred to 
has prevented tax-free cooperatives from competing within 
a five-mile radius of each other, indiscriminate competition 
is permitted against the individual retail trader who is 
struggling to pay the heavy taxation from which his comp- 
evitor) is iiree.s 

"The result is that he is faced with the alternative 
of either selling out to the local cooperative store or 
being ruined by it, through the unfair competition created 
by tax exemption. 

tAg indicative of what is in store both for the retail 
merchant and for the federal revenues, attention is directed 


to the records of Wartime Prices and Trade Board which 
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disclose that during the first six months of 1944, 171 
retail stores in Saskatchewan were converted from tax- 
paying ownership into non-taxed cooperative associations. 

"These results, disastrous to the liquidated 
merchants, will also entail serious losses to provincial 
revenues if provincial income taxation again comes into 
effect.@at the termination of the war. 

"Unless this taxation is promptly placed upon a fair 
and equitable basis the Dominion of Canada will eradually 
find itself providing opportunity and protection for 
thousands of tax exempted organizations, and may seek in 
Valin Por, the revenue it requires from the business corpor- 
ations and individual merchants and traders whom it has 
complacently watched being gradually ruined and eliminated. 

"This was realized in England some twelve months 
ago when in 1933 the taxation of cooperative associations 
was placed on the same basis as profit-earning organizations 
irrespective of whether the cooperative trade took place 
with its members or with outside patrons. 

"If this equality is to be brought about in Canada, 
IT IS RESPECTFULLY SUBMITTED that this Commission in 
addition to any recommendation it may make as to the 
applicability of present income and excess profits tax 
laws to past earnings, should as regards the future, re- 
commend the repeal of any exemptions which favour one type 
of business organization as against another and should 
recommend the taxation of surpluses, patronage dividends, 
and profits so that all businesses should pay their fair 


proportion of income and excess profits taxes and that the 


as to patronage dividends under the Criminal Code should 


be done away with; AND FURTHER should recommend that all 
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accounting methods such as the setting aside of patronage 
dividends before declaring surpluses or profits, should 
be made illegal, 

"IT IS SUBMITTED that only by legislation along 
these lines can the burden of taxation be equitably imposed 
and the strong and wealthy cooperative associations now 
in existence be compelled to contribute their fair share 
to the taxation neoessities of the country. 

"Respectfully submitted on behalf of The Alberta 
Provincial Board of the Retail Merchants' Association of 
Ceneda, Ine." 

Documents filed with brief: 


(a) Appendix A - The Growth and Development of Co- 
op Operative Enterprises in Great Britain. 


(b) Appendix B - Extracts from Report dated 11th March, 
1920, of English Royal Commission on 
income Tax 


(ei (eAppendix C .- The British. Finance. Act 


(d) Appendix D - The Growth and Development of Co- 
operative Enterprises in Canada up 
to 1942. 


(e) Appendix E - Co-operation in Canada, 1943. 


(fhe Bebhed] - Summary of Annual Statements of numbers, 
membership and business of cooperative 
business organizations in Canada, 1952 to 

1943 a 


eo tanle 2 -~ Summary of Annual Balance Sheets and 
Financial Condition of Co-operative 
Business Organizations in Canada, 
1932 to 1943, 


(hn) Table 3 -~ Products marketed, merchandise and supplies 
handled by cooperative business organizations 
in Canada, crop year ended July' 31, 1943. 


fa) Table ¢ - Cooperative business organizations .by 
provinces, crop year ended July 31, 1943. 


(4). Pabioe 5 ~ Financial structure cf cooperative business 
organizeataons. by, provinces, crop. year 
ended July $1, 1946. 
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(k) Appendix F Financial results of all cooperative 
(Table 6) associations in Saskatchewan 


(Lh) Appendix ¢ 


Cooperative business organizations 
in Alberta & Financial structure of 
cooperative businesses in Alberta 


(m) Appendix H Internal Revenue Code 


(n) Copies Annual Reports (1943 and 1944) 
United Grain Growers Limited, 


eeeesteoeeweeaeee¢e 


The question of escape from taxation is one that 
deserves considerable attention on the part of the govern- 
ments of these provinces, presuming as I do that they may 
again become leviers of income tax after the close of th 
war. If the present movement goes on, however, the 
revenues of the provinces may be seriously depleted by 
the exemption of cooperatives from taxation. The move- 
ment has gone further in Saskatchewan than in any other 
provinces, and it may be a serious question for consider- 
ation by the government of the province. 

MR. PARKER: My learned friend has referred to the 
records of the Wartime Prices and Trade Board. Can he 
give me the name of any publication in connection with 
the Board? | 

MR. LIPSETT; 2 shali be glad to hand it to my 
igerned fricnd. I do not propose to deal further with 
any of the Appendices which are all before the Commission. 
That finishes my submission, so far as I am concerned, 
but I would call Mr. MacKay formally and put a question 
or two to him. 

MR. PARKER: This is not examination, of course, but 
would my learned friend indicate whether his clients are 
recommending that, whatever changes may be made, they 
should be retroactive so that all past surpluses should 


become taxable, bearing in mind the considerable upset in 


” 


ae 


aw « 
v 
a 
i 
*y 
’ 
i 
A 
o 
i) 


S 


there ae. 


ao ‘ 
A 
5 
‘b 
1 14 
iy “ 
* , 4 
7; } 
Sar 
i en's 
Fa a i 
’ 
r 4 
i 
A 
F 
1 ae 
‘ 
ees. 


B-758 -758- Mr. Lipsett 


business which would result therefrom? Whet would be the 
idea of his clients in that regard. 

MR. LIPSETT®.; Dido not “know that I can give much 
assistance to the Commission in that connection, but I 
gather from the report of the United Grain Growers, and 
it is common knowledge, that claims are made by the taxation 
ere ee which would indicate that these patronage 
dividends, which the taxation claim is made against, should 
be included and made taxable. I do not feel that 1 should 
go further than that and say it is understood that the 
taxation authorities are claiming excess profits. If it 
is feasible, I think it is proper, because otherwise the 
cooperative organizations have been put in a position, as 
regards their competitors, which they would not have 
eccupied if they had contributed a fair share of taxation 
in the past. Beyond that I would not say anything to the 
Commission, because by the time you get the general picture 
you will be much better able to consider the matter than 
you can in consequence of any observation I might make now 
without due consideration, 

MR. THORVALDSON: Before Mr. Lipsett concludes, since 
he has quoted me, I would like to make a slight correction, 
not in figures but at the bottom of page twenty-seven 
where he says? “The other example given compared the 
earnings of a joint stock insurance company which, with 
about $5,500,000 of profits, had paid over $24 million in 
income tax and excess profits tax," The figures are 
correct; they are taken from a publication of the Department 
of Insurance at Ottawa; but it should not be “of a joint 
stock insurance company" but “of all joint stock insurance 
companies." Similarly, not “with a mutual insurance company" 


but “with all mutual insurance companies." 
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MR. LIPSETT: I respectfully accept that. 

fi. OG. Mack&Y, 
Provinetial Secretary, 
ALDSGYta Provincial Board of the 
Retail Merchants Association of 
Canada Inc., having been duly 
sworn testified as follows: 

Pie Mie subpools 

Gy Your .name is A. C. Mackay? Ase Alexander 
Cameron, yeSse 

Q- What position do you occupy in connection with 
the Retail Merchants Association? A. I am provincial 
secretary. 

Q@.-..For the province of Alberta? .A. Yes. 

Q- What I have said on pages one and two of the 
brief as to your organization is correct, Mr. MacKay? 

Ae Yes. 

Q On page twenty-four of the brief I give partic- 
ulars of facts which I received from you. Are they to the 
best. of your knowledge correst?r A. Correct. 

@... And with regard to the rest of the brief, 

Mr. MacKay, speaking generally so far as it deals with 
facts, have those facts been obtained from the best avail- 
able sources and are they true and correct to the best 
of your opinion and belief? i TO the best oF my 
knowledge and belief they are true. 

BY MR. PARKER: 

QO. .On.the first page of the brief these words 
appear: "With a view to getting a wide expression of 
opinion from the retail merchants for the information of 
the Commission, a questionnaire was circulated to several 
thousand retail merchants throughout the province and 


although the time has been short, many hundreds of replies 


have so far been received.” How many circulars were sent? 
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A. approximately five thousand. 

Q- (Did you send them out? A. Yes. 

Qe. LrOMIYOUr Officer vay P Yes, 

Os. Howmany replies: did vou goetrTt? A. Six humdred 
and seventy five. They went out two weeks ago and forty- 
two came in this morning. 

Qe Six hundred and seventy five out of five 
bnousenec? (4.7) Yess. 

Q.- In the next paragraph you say: "The unanimous 
expression of opinion contained in all replies is to the 
effect that it is becoming increasingly difficult and 
almost impossible for the retail merchants to continue 
in business and pay their current taxes, and at the same 
time compete with cooperatives and similar societies who 
are now exempt from taxation." ‘Are the replies all the 
same? i. Yes. The questionnaire reads: "I believe that 
consumer cooperatives should pay income tax, excess srepais 
tax and all other taxes on the same basis as independent 
business concerns and that they should not be given any 
concession or special privilege by provincial or federal 
law giving them unjust advantages over the independent retail 
Momciiant. @ 

Q- It was a statement that was sent out? It was 
a prepared statement sent out with a sort of invitation for 
them to sign and return? A. there was a bulletin avtisened 
Stating that the Association was about to present a brief 
and we wanted their opinion as to whether they were in 
favour of the Association's action in presenting the brief 
and also in bringing to the attention of the Commission the 
desirability of equality of taxation. 


MR. LIPSETT: You will want about ten copies? 
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THE CHAIRMAN: Will that be part of the brief or 
will it be an exhibit? 

NEN Gebers? Partiiot tie dbosier. 

THE WITNESS: While I am here, might I add a word 
to what has been said by our solicitor. 

THE CHAIRMAN: As argument, no; as fact, yes. Counsel 
has argued your case thoroughly and I do not think further 
argument is required. If you have facts to state we should 
be glad to hear them. 

THE WLTNESS:? “The factcis' that im addition, to the 
taking over of stores now in the possession and owned by 
independent retailers, one case came to our attention 
where for sixteen years 4 merchant had rented certain 
premises and he was very politely told by the landlord that 
he would have the option now of buying the premises; other- 
wise there would be no alternative but he would have to 
Hee out, that the cooperative was taking over the premises. 
We feel as an association representing the independent 
retailer that the independent merchant is placed in a very 
embarrassing and unhappy position, when, after years of 
service, he is confronted with a proposition of that kind. 
Many of our members in the last two years, in spite of 
war time regulations, have disposed of their business to 
cooperatives «at varying figures. 

BY MR. PARKER: 

9. Is it not also within your knowledge that many 
of your members have sold out their establishments to 
people other than cooperatives? <A. No. 

Q. You don't know of any such cases? aA. Not to the 
same extent. 

Q. I did not ask you that. Do you know of any cases? 


i» Yes, one or two. 
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Q. How many do you know of each class that you 
can speak of definitely? A. I know of ten who have 
sold to cooperatives within a reasonable time and I 
know of four who have sold to others. That has come to 
my attention. 

Q@. Do you know the reason? A. The reason for 
these transactions is that where the cooperative is 
taking over the premises it is usually for cash. 

Q» Iam talking about your knowledge. <A. In the 
cases I have reference to they were cash deals which were 
very attractive to the merchant. 

). -Naturaily, or he would not. heave. sold... A... We 
don't always get cash deals in turning over a business. 

Qe Did you ever know a retailer to turn over to 
another retailer? A, Not in every caso ic. 2. cash, 
but in all cases with the cooperatives it is cash. 

Q. How many do you know? A. I would not make 
a statement. 

BY MR. MILLIKEN: 

Q-When you said that there were five thousand 
Tetall stores, did yourrefer, to all Canada? A sigNO 9 OWE 
Own membership. 

Q- Where are they? As ) Ei -this-province, 


Q- And that is not necessarily all the retail stores? 


O, Correct me if 1 em wrone in the ,impression nave 
about the five thousand retail stores. Mr. Fitzpatrick 
said that in the last year there were fifteen additional 
stores which had been bought by cooperatives in Alberta, 
which would be one third of 1 per cent of five thousand? 
A Yes. 


Q- I thought it was a great deal more myself. 
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A. There would be a great many more if it were not fo. 
the war-time regulations. 
BY MR. PARKER: 

Q. During the period in which these ten ano. "1 Our; 
respectively, changed hands as you have mentioned, how many 
new independent retailers have sprung up in the proving sv 
A. In what period? 

Q. In the same period in which the transaction took 
place in connection with the ten you mentioned. A. None. 

9. Do you Know thaty A. None to my knowledge. 

Tt is easily explained. The reason is that if they open 
4 new store today there is no guarantee that they can get 
merchandise. 

GS. Has. your.associ ation any records from which you 
can answer the question as to whether any new independent 
retailers have gone into business during the same period 
you had in mind when speaking about the ten who sold to 
cooperatives, and the other four you mentioned? Ae TNO. 

I have knowledge of businesses being taken over. 

THE CHAIRMAN: There are restrictions? 

THE WITNESS: They can get into business by getting 
a permit but can't be guaranteed the supplies. The original 
order 184 was amended. | 

BY MR. ELLIOTT: 

Q. Are the members of your association operating 
{jncorporated companies or incorporated concerns, or some 
one and some the other? A. Some one and some the other. 

WRe BIPSETT: 1 would dike, Mir. Chairman, on my 
own behalf -- and I think I speak for all members of the 
profession -- to say, seeing that this is the last case, 
how much pleasure it gives all of us to appear before the 


Commission. I would like to thank you for the extremely 
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courteous and patient hearing with which all the cases 
have been received. 

THE CHATRMAN: You anticipated my remarks, Mr. 
Lipsett. 1 was going to thank the Calgary Bar and Counsel 
here for the great assistance they have been in helping 
us on with our work. 

MR. MILVAIN; Mr. Parker has asked me to make a 
formal submission, on behalf of the Southern DAV EOL 
Limited, that there was no provision similar to the present 
section 40 of the articles prior to the amendment. In other 
words, the obligation to distribute to its members was then 


found in the contract and not in the articles. 


eae The Commission thereupon adjourned to meet at 


Edmonton on Thursday, January BS ye TO 6 OO ee ally 
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